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The new anti-trust legislation comprises two statutes, the 
Federal Trade Commission act, signed by the President on Septem- 
ber 26, 1914, and the so-called Clayton act, entitled “An act to 
supplement existing laws against unlawful restraints and monopolies, 
and for other purposes,” signed on October 16, 1914. Tosome extent 
the two statutes overlap, in other respects they are supplementary, 
and the Clayton act also bears upon a variety of more or less unre- 
lated matters which are not touched by the Trade Commission 
act. Neither statute is so good a specimen of draftsmanship 
as is the Sherman act, while the Clayton act, with its twenty- 
six sections and its heterogeneous subject-matter, is a particularly 
formless and unorganized piece of legislation. In statute-making, 
defects of form are prone to be associated with defects of substance, 
and there is reason to fear that there is such an association in the 
new anti-trust legislation, and more especially in the Clayton act. 
Graver defects than those of form might, in fact, be expected to 
be found in any legislation originated, formulated, and shaped as 
were these measures. 

To approach the matter in another way, I must confess my 
own feeling of doubt as to just what general sort of change in the 
business situation the new legislation is intended to accomplish. 
It is clear, of course, that these statutes reflect the general public 
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policy that is declared in the Sherman act; that is, that competitive 
business conditions must be maintained and safeguarded. It is 
also clear that the new statutes are more detailed and specific 
in some of their condemnations than is the Sherman act. More- 
over, additional administrative machinery is provided for the 
enforcement of the announced public policy. But despite all this 
it is not clear that the new legislation is based on any clear-cut 
and definite convictions as to the shortcomings of the Sherman act 
or as to the general principles on which supplementary legislation 
should be based. This does not in itself condemn the new legisla- 
tion, for the question of the wisdom and effectiveness of its separate 
parts yet remains open. No one general purpose, but a variety of 
different purposes, characterizes the new laws. This is again a 
matter of origins and of legislative history. 

The platform adopted at the Baltimore convention of the 
Democratic party in 1912 declared for “‘a vigorous enforcement of 
the criminal as well as the civil law against trusts and trust officials,” 
and demanded the enactment of “‘such additional legislation as 
may be necessary to make it impossible for a private monopoly to 
exist in the United States.” It added: 

We favor the declaration by law of the conditions upon which corporations 
shall be permitted to engage in interstate trade, including, among others, the 
prevention of holding companies, of interlocking directors, of stock watering, of 


discrimination in price, and the control by any one corporation of so large a pro- 
portion of any industry as to make it a menace to competitive conditions. 


Regret was expressed that the Sherman act has received “a 
judicial construction depriving it of much of its efficacy,” and 
legislation was favored restoring to that statute “‘the strength of 
which it has been deprived by such interpretation.” 

In the presidential campaign which followed much emphasis 
was put upon the Democratic party’s attitude of hostility to 
monopoly; partly, no doubt, by way of contrast to the program 
of regulation announced by the Progressive party. But there was 
little talk of particular measures; it was such things as “the 
emancipation of business”’ as one part of the “new freedom” which 
figured most largely in the campaign.‘ After Mr. Wilson’s election 


* Cf. Woodrow Wilson, The New Freedom, chaps. viii, xi. 
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and inauguration no information was given out with respect to the 
anti-trust law program of the administration until the revision of 
the tariff and of the banking law had been achieved. Early in 
January, 1914, it was announced that Chairman Clayton of the 
House Committee on the Judiciary had drafted tentative bills 
covering the more important features of the President’s anti-trust 
proposals.t On January 14, after a conference between President 
Wilson and the chairmen and some of the other Democratic mem- 
bers of the House Committee on the Judiciary and of the Senate 
Committee on Interstate and Foreign Commerce, a preliminary 
statement of the legislative program was given out. On January 
20, following another conference with the same committeemen, the 
President addressed Congress on the subject of the proposed legis- 
lation, explaining its general outlines and warmly advocating its 
enaction. Such legislation should include, the President said, 
(1) the prohibition of interlocking directorates in banking, railroad, 
industrial, and public-service corporations, (2) provisions for reg- 
ulation of railroad-security issues by the Interstate Commerce 
Commission, (3) the creation of an interstate trade commission, 
(4) the penalizing of officers and directors or other individuals 
responsible for the illegal activities of corporations, and (5) giving 
to private litigants the right to sue upon the basis of the findings 
in government suits, and permitting the statute of limitations to 
run against such individuals only from the date of the conclusion of 
the government action. The message further suggested, without 
positive recommendation, that limitations might be put upon the 
voting power of individuals or groups of individuals holding the con- 
trolling interests in supposedly competing companies. 


* For that important part of the legislative history of the new statutes which lies 
outside the formal proceedings recorded in the Congressional Record I have had to rely 
very largely upon the Washington dispatches and correspondence in the daily papers. 
In particular I have examined the files of the New York Evening Post, the New York 
Times, and the New York Journal of Commerce. I have tried to refer to definite 
dates frequently enough to make it easy for anyone to check up my statements. It 
. cannot be hoped that an account based on newspaper sources is entirely free from error, 
but I imagine that its general outlines are fairly accurate. So far as possible, of 
course, I have drawn my information from the Congressional Record, the various com- 
mittee hearings, and prints of the bills in their successive stages. 
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These recommendations were partly in line with the statements 
of the Baltimore platform. They did not, like the platform, con- 
demn mere size “as a menace to competitive conditions,” nor did 
they contemplate restoring to the Sherman act an effectiveness 
of which, in fact, the decisions of the courts had never deprived it. 
But in the third and fifth particulars mentioned above, the Presi- 
dent’s recommendations went farther than the party platform. 
The principal departure was in the advocacy of the establishment 
of an interstate trade commission, for the Democratic party had 
never declared itself in favor of a commission, although the crea- 
tion of a commission was supported in both the Republican and 
the Progressive national platforms of 1912. 

After the President’s address had been delivered it was an- 
nounced that his proposals would be embodied in five different 
bills, as follows: (1) the Interstate Trade Commission bill; (2) the 
Interlocking Directorates bill; (3) the Definitions bill, intended 
“to give further and more explicit legislative definition to the 
policy and meaning of the existing anti-trust law”’; (4) the Trade 
Relations bill, dealing primarily with unfair competition and with 
matters of procedure in individual suits under the Sherman act; 
and (5) a Railway Securities bill. 

The first four bills; it was announced, had been drafted by 
Representative Clayton of Alabama, chairman of the House Com- 
mittee on the Judiciary, in consultation with Representatives Carlin 
of Virginia and Floyd of Arkansas, ranking Democratic members 
of the committee. The preparation of the Railway Securities 
bill was intrusted to the House Committee on Interstate and 
Foreign Commerce, whose chairman, Representative Adamson of 
Georgia, had already introduced a bill dealing with the same sub- 
ject. It had been expected by the members of the House Com- 
mittee on the Judiciary that their committee would consider, 
amend, and report upon the other four measures, but a vote of the 

t This mistaken interpretation of the significance of the decisions of the Supreme 
Court in the Oil and Tobacco cases is expressed in many bills that have been intro- 
duced into Congress since those decisions. Most important of these, perhaps, were 
the bills introduced by Senator LaFollette in the 61st and 62d Congresses. In the 
recent session of the 63d Congress Representative Stanley of Kentucky was particularly 
active in the support of legislation designed to repair the damage supposed to have 


been done in these decisions. See his testimony before the House Committee on 
the Judiciary, Hearings, p. 65. 
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House, taken at the conclusion of the President’s address, gave 
the Committee on Interstate Commerce jurisdiction over the Inter- 
state Trade Commission bill as well as the Railway Securities bill. 

The four bills prepared by the House Committee on the Judi- 
ciary? were made public, in tentative form, on January 22. The 
Definitions bill and the Trade Relations bill contained many of 
the features and much of the phraseology of two of the ‘Seven 
Sisters” bills, enacted in New Jersey when Mr. Wilson, then 
President-elect, was governor of that state.3 The Interlocking 
Directorates bill, applying as it did to banks and industrial cor- 
porations as well as to railroads and to corporations contracting 
with them, showed distinctly the influence of the Pujo committee’s 
investigation of the money trust in 1912 and possibly of the dis- 
closures of abuses of trust on the part of the officers and directors 
of several railroads.‘ The Interstate Trade Commission bill, 
drafted in consultation with Senator Newlands, chairman of the 
Senate Committee on Interstate Commerce, bore a close resem- 
blance to the bill introduced by Senator Newlands in the Sixty- 
second Congress, as tentatively amended by his committee.’ But 
it contained some new features.® 


t A similar conflict over jurisdiction occurred in the Senate. There it was the 
Committee on Interstate and Foreign Commerce which had been selected to give 
general supervision to the administration measures, but the chairman of the Senate 
Committee on the Judiciary early announced that since it was that committee which 
had been principally concerned with the framing of the Sherman act (as well as the 
Interstate Commerce act) he would insist that all bills amending or supplementing the 
Sherman act be reported to it, although the Trade Commission and Interlocking 
Directorate bills might be referred to the other committee. Very likely the reason 
that the legislative supervision of the administration’s program was first intrusted to 
the House Committee on the Judiciary and the Senate Committee on Interstate 
Commerce is that both of these committees had been actively concerned with anti- 
trust measures in the preceding Congress. 

2 Principally, it is understood, by Representatives Clayton, Carlin, and Floyd. 

3 Laws of New Jersey, 1913, chaps. 13, 15. 

4 But the Democratic national platforms of both 1908 and 1912 contained declara- 
tions in favor of the prohibition of interlocking directorates. 

5 Senate Report No. 7326, 62d Cong., 3d sess., p. 21. 

6 Attempts to increase this list of bills by securing administrative indorsement of a 
measure providing for the public regulation of stock exchanges were unsuccessful. If 
the press accounts are to be trusted, President Wilson chose to base his refusal to 
indorse such a measure upon the ground that the matter with which it dealt was not 
mentioned in the Baltimore platform. But as much could have been said of the Trade 
Commission bill and of the major portions of the Definitions and Trade Relations bills. 
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Because this last-named bill had to be referred to another 
House committee it was introduced at once (January 22) in both 
the House and Senate and was by each body referred to its Com- 
mittee on Interstate Commerce. It was for this reason, possibly, 
that criticism first centered on the trade commission proposals. 
Both in and out of Congress there was less objection to the estab- 
lishment of a trade commission than to any other part of the pro- 
posed legislation. The only questions seriously raised related to 
the powers and functions which should be given such a commission. 
The bill as first introduced provided for an interstate trade com- 
mission of five members, which was to absorb the Bureau of Cor- 
porations, and of which the Commissioner of Corporations was to be 
the first chairman. It was to be empowered (1) to require regular 
and special reports from all corporations engaged in interstate 
commerce (except common carriers), upon such matters and in 
such form as it should prescribe; (2) to subpoena witnesses and 
require the production of books and papers of all sorts; (3) to insti- 
tute inquiries upon its own initiative or upon complaint to ascertain 
whether any corporation subject to the act was so organized and 
was conducting its business in such a way as to violate the Sherman 
act or any supplementary statutes, and to inform the Attorney- 
General of any violations so discovered; (4) to make similar 
investigations at the request of the Attorney-General or of a cor- 
poration itself, and, in case a violation of the law was discovered, 
to prepare a finding prescribing the changes and readjustments 
necessary to effect compliance with the law, in order that the finding 
might be used by the Attorney-General in terminating the unlaw- 
ful condition either by agreement with the corporation or by suit; 
(5) to report (at the request of the court) upon any aspect of the 
litigation or of the proposed decree in suits in equity under the 
Sherman act, and (6) to make an annual report containing informa- 
tion collected by it and recommendations for additional legislation. 

The commission was to be very much like the Bureau of Cor- 
porations, but with added dignity and increased powers. Its 
primary function was to be that of aiding the Department of Justice 
and the courts in the enforcement of the Sherman act and any 
supplementary statutes. In current discussion much emphasis 
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was put upon the usefulness of such a commission in planning the 
reorganization of monopolistic combinations and especially in the 
preparation of voluntary agreements for reorganization or dissolu- 
tion and of ‘“‘consent decrees.”’ It was evidently expected that 
the Department of Justice would continue to be as successful as it 
has been in the past few years in securing the consent of corpora- 
tions and combinations to the entering of decrees against them." 

The criticisms of the Trade Commission bill were of various 
sorts. Many critics thought that there was no necessity of subject- 
ing small business enterprises engaged in interstate commerce to 
the control of the commission. Objections were also urged against 
the “inquisitorial powers” of the commission in respect to making 
all kinds of information about the conduct of business undertakings, 
including business secrets, matters of public record. It was not 
fair, it was said, to quote as a precedent the similar powers given 
to the Interstate Commerce Commission, for that commission 
dealt only with quasi-public corporations. On the other hand, the 
proposed statute did not go far enough to satisfy the radicals who 
wanted the commission empowered to regulate definitely the busi- 
ness operations of large combinations, or those less radical persons 
who wanted the commission empowered to grant clean bills of 
health to existing or proposed combinations or contracts in restraint 
of trade, which would carry with them immunity from prosecution 
under the Sherman act. 

There was no agreement in favor of the bill in either the Senate 
or House Committee on Interstate Commerce, and it developed that 
Attorney-General McReynolds, who had not been consulted with 
respect to the original drafts of any of the proposed laws, felt that 
the powers of initiative proposed to be given to the commission 
might lead to some conflict with the Department of Justice in the 
enforcement of the anti-trust laws. On February 16, the House 
committee, which had been holding hearings on the bill since 
January 30, turned the bill over for redrafting to a special sub- 
committee of which Representative Covington of Maryland was 


* This has been possibly the most significant recent development in the enforce- 
ment of the Sherman act. For a list of recent cases so settled see the Annual Report 
of the Attorney-General, 1914, p. 12. There is a good discussion of the matter in the 
testimony of Mr. F. H. Levy before the House Committee on the Judiciary, Hearings, 
p. 231. 
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made chairman. The revised measure (the “Covington bill”) was 
not reported till March 16. It curtailed the powers of the proposed 
commission by providing (1) that annual reports should be required 
only from corporations with a capital of more than $5,000,000, 
smaller corporations being required to furnish such information only 
if belonging ‘“‘to any class of corporations which the commission 
may make,” (2) that no information obtained by the commission 
might be made public without its authorization, and (3) that 
investigations to determine the existence of violations of the anti- 
trust laws were to be made only at the direction of the President, 
the Attorney-General, or either House of Congress. The number 
of commissioners was reduced to three, and it was no longer pro- 
vided that the Commissioner of Corporations should become ex 
officio a member of the new commission. This measure would have 
made the commission even more distinctly an arm of the Depart- 
ment of Justice, and in some respects its powers would have been 
less than those of the Bureau of Corporations. 

In the meanwhile the Senate Committee on Interstate Com- 
merce had been considering the original Clayton-Newlands Trade 
Commission bill, but had shown a disinclination to report it out 
as a separate measure. Some of the members of the committee 
thought that while the inquisitorial features of the bill went too 
far, in other respects insufficient power was given to the commission. 
Senators Cummins and Clapp, radical Republicans, became dis- 
satisfied with the way in which the majority members of the com- 
mittee took things into their own hands, and for a while withdrew 
from the discussions of the bill. The principal objections raised 
in this committee were to the other tentative measures which were 
still under discussion in the House Committee on the Judiciary. 
Particularly it was felt that the Definitions and Trade Relations 
bills would not strengthen the Sherman act. So it was proposed 
to formulate an omnibus measure which should cover the subjects 
of the trade commission, interlocking directorates, capitalization, 
and holding companies. This bill was to be reported to the 
Senate as a substitute for any bills which the House might pass. 

t The preparation of this measure was intrusted to a subcommittee, of which 


Senators Newlands and Cummins were active members. The bill was reported by 
the subcommittee to the full committee on May 1. 
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On May 22 the House, sitting as a committee of the whole, 
approved the Covington bill and on June 5 it was passed." But 
the other pending anti-trust measures were passed by the House 
on the same day, and when these came to the Senate only the 
Covington bill and a railway securities bill were referred to the 
Committee on Interstate Commerce, the other measures being 
referred to the Judiciary Committee. Thus deprived of its juris- 
diction over many of the matters covered in its proposed omnibus 
bill, the Committee on Interstate Commerce decided to report only 
its first eight sections, dealing with the trade commission. 

But yet another factor had to be taken into account. On April 
13 Representative Stevens of New Hampshire had introduced a 
trade commission bill as a substitute for the Covington bill which 
had already been favorably reported by the House Committee on 
Interstate Commerce, of which he wasa member. In most respects 
it was much like the Covington bill, but it added two important 
administrative functions to the powers of investigation for which 
the Covington bill provided. These additional powers were (1) to 
compel the use of a uniform system of accounts by corporations 
making annual reports to the commission, and (2) to issue orders 
restraining the use of unfair methods in competition. This bill 
failed to secure consideration by the House, and on May 22 that 
body defeated by a decisive vote a proposed amendment to the 
Covington bill, providing for a uniform accounting system. The 
Stevens bill, in fact, was not more seriously considered than any 
other of the scores of anti-trust bills embodying the views of indi- 
vidual members of Congress. 

But on June 12 Mr. Stevens, in company with Senator Hollis 
of New Hampshire and Mr. Louis D. Brandeis, whose views were 
expressed in the Stevens bill, conferred with President Wilson. 


* The vote was not recorded, but a motion to recommit was defeated by a vote 
of 151 to 19. 

As indicating the general approval of the creation of a trade commission a refer- 
endum vote of the United States Chamber of Commerce is significant. The local 
commercial organizations constituting that body reported 522 votes in favor of the 
establishment of the commission and only 124 as opposed. It is especially significant 
that the only feature disapproved was the section (of the original Clayton-Newlands 
draft) empowering the commission to report upon the legality of particular contracts 
or combinations upon the application of the parties concerned. 





314 JOURNAL OF POLITICAL ECONOMY 


The result was that the Stevens bill was commended to the serious 
attention of the Senate Committee on Interstate Commerce.’ It 
does not appear, however, that there was any general expectation 
that the legislative program of either the President or the committee 
would be seriously altered. It was thought to be too late to intro- 
duce new and highly debatable proposals into the Trade Commis- 
sion bill. Moreover, the committee had had before it for some 
time a bill introduced by Senator Clapp of Minnesota, himself a 
member of the committee, which contained provisions with respect 
to the control of unfair competition very similar to those of the 
Stevens bill. But it became understood that the President favored 
these new proposals, and on June 12 the committee agreed to 
adopt the sections of the Stevens bill relating to unfair competitive 
practices. On June 13 the completed draft, containing the trade 
commission section? of the committee’s proposed omnibus bill, 
together with the new provisions taken from the Stevens bill and 
one additional section providing for an immediate investigation of 
practices in foreign trade, was reported to the Senate. 

When, on June 25, the debate on the bill was opened in the 
Senate, it became apparent that the control of unfair competition 
was to be the principal bone of contention. It was urged by 
opponents of the bill, including Democrats as well as Republicans, 
that the power of court review was inadequate, and it was claimed 
that the phrase “unfair competition” was too vague and uncertain 
in meaning to afford a reasonable criterion either for the commission 
or for business enterprises. And if given a rigid definition by the 
commission, it was said, it might stand in the way of successful 

t This marks a change in the attitude of the administration. On January 26 
President Wilson had stated to a group of senators and representatives his views of the 
functions of a trade commission. It was, he said, to be “smelling around all the time 
for rats’; its information should be at the disposal of all branches of the government, 
but it should be charged with the duty of bringing violations of the law to the attention 
of the Department of Justice; its findings were to be binding, the Attorney-General 
retaining the power to determine whether there had been a violation of the law; the 
commission was to assist the courts in the formulation of decrees. This, it will be 
noted, was merely an analysis and a detailed approval of the provisions of the original 
Clayton-Newlands bill. 

2 The proposed commission now appeared as the “ Federal Trade Commission” — 
a name which was substituted for “Interstate Trade Commission” in order to prevent 
confusion with the Interstate Commerce Commission. 
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prosecutions under the Sherman act, in cases where practices used 
in achieving monopoly had not been called “unfair” by the com- 
mission. 

Although, in the light of subsequent developments, it seems 
likely that the bill would have passed the Senate at any time that 
it could have been brought to the vote, the sponsors of the bill 
either overestimated the strength of the opposition or were them- 
selves somewhat apathetic as to the fate of the provisions which had 
been taken over from the Stevens bill. As it was, some of the 
opposition seems to have been prompted by the desire to postpone 
action on the anti-trust bills till another session of Congress. Many 
amendments of the section dealing with unfair competition were 
offered, and at least four of these were submitted by individual 
members of the Committee on Interstate Commerce. Amend- 
ments offered by Senators Pomerene of Ohio, Hollis of New 
Hampshire, and Saulsbury of Delaware, all tended distinctly to 
lessen the powers of the commission. Senator Pomerene’s pro- 
posal went farther than the others in this direction, for it provided 
that the findings of the commission should be subject to court 
review, both as to facts and as to law, and that new evidence might 
be brought into court if it were shown that it could not reasonably 
have been introduced before the commission. 

The majority members of the Committee on Interstate Com- 
merce decided that nothing much stronger than the Pomerene 
amendment would be accepted by the Senate, so Senators Pomerene 
and Walsh were appointed to prepare a revision of the section in 
question. The result (made public on July 30) was a slight modi- 
fication of the original Pomerene draft, the principal difference 
being that the revised draft made the findings of the commission 
prima facie evidence in court proceedings, instead of leaving them 
on a parity with new evidence. It was reported, moreover, that 
the Democratic members of the Committee on Interstate Com- 
merce were willing to cut the unfair-competition section out of 
the bill, in order not to block the progress of the anti-trust 
legislation. But, to their surprise, the Senate, on August 1, 
adopted Senator Cummins’ relatively drastic substitute.t This 


t The vote was 33 to 25. The division was not along party lines. 
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gave to the commission’s findings substantially the same standing 
in court that now obtains in the case of the findings of the Inter- 
state Commerce Commission. 

The chief stumbling-block out of the way, further progress was 
easy. The bill had already received some minor amendments and 
a few more were added. On August 5 the bill passed the Senate 
by the vote of 53 to 16." 

The House refused to accept the Senate bill and a conference 
committee was appointed. The committee found difficulty in 
coming to an agreement, but there was less difference about the 
general power over unfair competition which the Senate bill gave 
the committee than over the matter of the judicial review of the 
exercise of that power. Finally it was arranged that the findings 
of the commission should be final as to matters of fact, the court 
review being limited to points of law. The commission cases were 
to go directly to the circuit courts of appeals instead of to the dis- 
trict courts. This was for the purpose of saving time and of pre- 
venting conflicting decisions. Appeals to the Supreme Court 
could be made only on writ of certiorari. The conference com- 
mittee changed the offense against which the commission is to pro- 
ceed from “unfair competition’’ to “unfair methods of competition.” 
It also introduced a new provision, which permits the commission 
to refuse to investigate alleged instances of unfair competitive 
methods if it appears that no public good would follow from such 
proceeding. This saves the commission from having to follow up a 
host of complaints of petty offenses and allows it to refuse to be 
used as a means of annoying a complainant’s competitors. With 
respect to the commission’s general powers of investigation the 
conference committee adopted what were substantially the pro- 
visions of the House bill. The conference draft was accepted by 
the Senate on September 8 and by the House on September 10.? 


In the meanwhile the progress of the other anti-trust measures 
had been even more halting. The tentative drafts of the Inter- 
locking Directorates bill, the Definitions bill, and the Trade Rela- 
tions bill remained in the hands of the House Committee on the 


t Twelve Republicans voted for the bill and 14 against it. 
2 The vote was 43 to 5 inthe Senate. There was no roll call in the House. 
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Judiciary, which began its hearings on these measures on January 
29. In the hearings as well as in outside comment the Definitions 
and Trade Relations bills were severely criticized. 

By the terms of the Trade Relations bill five sections were to 
be added to the Sherman act. The first section prohibited dis- 
criminations in price for the purpose of injuring or destroying 
a competitor of either the buyer or.the seller, but permitted dealers 
“to select their own customers’ except for mine operators, who, 
like those engaged in public callings, were to be compelled to sell 
to all responsible persons who might apply. The second additional 
section prohibited factors’ agreements. Another section made 
judgments for the government in suits under the act conclusive 
evidence in personal suits. Individuals were permitted to sue for 
injunctive relief against a threatened violation of the act, and it was 
specified that the first two additional sections should not be held 
to limit the meaning of the second section (condemning ‘‘monopoliz- 
ing’’) of the original act. 

The Definitions bill specified certain things that should be 
deemed to constitute “restraint of trade” or “‘monopolizing”’ under 
the Sherman act. These included agreements entered into with a 


purpose (1) to “‘carry out restrictions in trade” or acquire a 
monopoly, (2) to limit production or to increase prices, and (3) to 
prevent competition in making, selling, transporting, or purchasing 
any commodity. These specifications would have added nothing 
to the meaning of the Sherman act as interpreted by the courts. 
But a fourth clause was so sweeping in its condemnation that it 
must be quoted: 


To make any agreement, enter into any arrangement, or arrive at any 
understanding by which they, directly or indirectly, undertake to prevent a 
free and unrestricted competition among themselves or among any purchasers 
or consumers in the sale, production or transportation, of any production, or 
transportation of any product, article, or commodity. 


It is hard to see how this clause could have been interpreted by 
the courts, even if the “light of reason” were utilized, except as 
preventing all agreements in restraint of trade, including those 


* Thus permitting a manufacturer or jobber to refuse to sell to consumers and 
validating exclusive agency contracts. 
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reasonable and necessary agreements incident to the creation of a 
partnership or the sale of the good will of a business. 

The Definitions bill made officers and directors personally liable 
for the violation of the act on the part of a corporation, and pro- 
vided that it should not be held to limit or curtail the meaning or 
effect of the Sherman act. It was planned to add a paragraph 
relating to holding companies to the bill before it was introduced 
in the House. 

The objections brought against the Definitions bill were more 
forceful than those directed against the Trade Relations bill. 
Business men likely to be affected by it objected to its sweeping 
condemnations, and many careful students of the Sherman act 
feared that, despite the disclaimer in the bill, the effect of any 
specific definitions of offenses under the act would be to render its 
application less elastic, and to harden and ultimately to limit its 
meaning. It was also suggested that it would take years to reach 
a definite judicial interpretation of the meaning of the various 
“definitions” in the bill. 

The Interlocking Directorates bill, in its original form, pro- 
hibited any officer or director of a corporation (or member of a 
firm) engaged in producing or selling coal, structural steel, or other 
railroad supplies, or in conducting a bank or trust company from 
serving as an officer, director, or employee of a railroad or other 
interstate corporation. It also made it illegal for anyone to serve 
as officer, director, or employee of two or more banks if one was a 
federal reserve bank or a member of a federal reserve bank, and thus 
under federal jurisdiction. The presence of common directors in 
two or more corporations engaged in interstate commerce was made 
conclusive evidence of a combination in restraint of commerce 
subject to the penalties of the Sherman act. 

The objections brought against this bill referred to such matters 
as the difficulty of making the necessary changes and adjustments 
within the two years allowed, the scarcity of men properly quali- 
fied for important directorships, the desirability of securing har- 
monious business policies (especially in the case of railroads), the 
encouragement that would be given to the election of “dummy 
directors,” the advantage that the presence of the names of well- 
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known financiers gives in obtaining credit abroad, and the legiti- 
macy of the representation of important financial interests on the 
directorates of all corporations in which such interests have large 
investments. In general, most of the critics held that the bill 
condemned a mass of necessary and useful arrangements in order 
to reach a few admittedly objectionable cases. 

But, as in all similar cases, the logic of the specific criticism 
brought against the bills was less important than the general 
feeling with respect to the desirability of any legislation of the sort. 
It was apparent from the beginning that the support accorded 
these measures in Congress would be less cordial than that given to 
the Trade Commission bill. By March 1 it was reported that there 
was much disagreement in the House Committee on the Judiciary, 
and that the alignment of the members varied on the different bills. 
None of the measures, it was further reported, could command 
a majority in the Senate Committee on Interstate Commerce. 
This committee, as I have already said, decided to disregard these 
original drafts and to attach to its Trade Commission bill some 
sections covering part of the same ground. The Attorney-General, 
moreover, let it be understood that he did not favor any attempts 
at legislative definition of the general phrases of the Sherman act." 
Under: these conditions the opponents of further anti-trust legis- 
lation began to hope that Congress might content itself with estab- 
lishing a trade commission. 

At this crisis the administration showed itself distinctly resource- 
ful. Although the President had on several occasions conferred 
with Representatives Clayton, Carlin, and Floyd, who were the 
sponsors for the bills, it was now stated that the bills should not be 
considered as having received his approval, and that they were 
merely tentative drafts intended to cover some of the reforms 
urged in the President’s special message. Moreover, the President 
saw that there was cogency in the arguments of those who wished 
to have the Sherman act left intact, and he announced that he feared 
that attempts at rigid definitions might weaken the act.2 The 


*Importance must also be attached to the similar attitude of Representative 
Underwood, the majority leader in the House. 


First announced, so far as I can find, after a conference with the Attorney- 
General on February 18. 











320 JOURNAL OF POLITICAL ECONOMY 


division of the proposed legislation into several bills was seen 
to be a tactical error. These separate measures were better 
targets for criticism than a single bill would have been, and at the 
same time they afforded a poorer rallying-ground for those who 
were willing to support the administration. 

During March, Representatives Clayton, Carlin, and Floyd held 
several conferences with the President, and it became understood 
that the bills were to be rewritten so as to modify the language of 
the Trade Relations bill and reduce the scope of the Definitions 
and Interlocking Directorates bills. Finally, after a conference at 
the White House on April 3, it was announced that the House Com- 
mittee on the Judiciary would bring out an “omnibus anti-trust 
bill,” embracing revisions of the three bills already mentioned 
together with the Holding Companies bill. This last had been 
made public on March 17, and was by no means a drastic measure. 

But there was yet another difficulty to reckon with. This had 
to do with the status of labor unions under the Sherman act. The 
sundry civil service appropriation bill which was passed by Congress 
in February, 1913, contained a provision forbidding the Department 
of Justice to utilize any money appropriated for the enforcement of 
the Sherman act in the prosecution of combinations of farmers or 
working-men. For this reason President Taft vetoed the measure, 
denouncing the exemption as vicious class legislation. When the 
Democrats came into power the bill, with the exemption section, 
was again passed. President Wilson approved the measure, but 
submitted with his approval a memorandum condemning the 
principle of the special exemption of certain classes from prose- 
cution under the Sherman act. His approval, he said, would not 
have been given if it had not been for the urgent need of the appro- 
priations and for the fact that other funds could be drawn upon, 
if need be, for the prosecution of the exempted combinations. 

As soon as the preparation of the new anti-trust measures was 
begun the representatives of the unions let it be known that they 
intended to demand that their organizations, together with those 
of the agriculturists, should be specifically exempted from the con- 
demnations of the Sherman act and of any supplementary legis- 
lation. President Wilson, had he so desired, could have supported 
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this demand without inconsistency. Frankly to limit the applica- 
tion of a statute against combinations in restraint in trade is a 
more defensible thing than to achieve the same result by crippling 
the administration of the statute while it is still couched in terms 
which have been held by the courts to apply to the actions of 
working-men as well as of capitalists. But the President did not 
choose this course. A sop was first offered to the unions by in- 
cluding in the draft of the proposed omnibus revision of the anti- 
trust bills a number of sections limiting and guarding the use of 
injunctions in labor disputes and providing for jury trials in con- 
tempt proceedings.’ This did not satisfy the labor interests. 
Their views were embodied in the Bartlett-Bacon bill, one section 
of which read as follows: 


That it shall not be unlawful for persons employed or seeking employment 
to enter into any arrangements, agreements, or combinations with a view of 
lessening their hours of labor, or of increasing their wages, or of bettering their 
condition; nor shall any arrangements, agreements, or combinations be 
unlawful among persons engaged in horticulture or agriculture when made 
with the view of enhancing the price of agricultural or horticultural products. 

But the President and the framers of the anti-trust bills were 
unwilling to grant a flat exemption. When the new Clayton 
omnibus bill was made public, on April 14, it contained the following: 

That nothing contained in the anti-trust laws shall be construed to forbid 
the existence and operation of fraternal, labor, consumers’, agricultural, or 
horticultural organizations; orders or associations operating under the lodge 
system,? instituted for the purposes of mutual help, and not having capital 
stock or conducted for profit, or to forbid or restrain individual members of 
such orders from carrying out the legitimate objects of such associations. 


This section was perfectly harmless and well-nigh meaningless. 
It is reported that it was at first accepted as satisfactory by some 
of the labor leaders, but a vigorous and effective campaign to 


* These provisions were taken over from the Clayton Injunction bill and the 
Clayton Contempt bill which had been favorably acted upon by the House at the 
previous session of Congress. They were interpreted as a fulfilment of pledges made 
in the Baltimore platform and would undoubtedly have been brought up for separate 
consideration if they had not been joined to the Anti-trust bill. As these sections have 
only an incidental bearing upon anti-trust legislation there will be no detailed considera- 
tion of them in this paper. 

2 When the bill was reported to the House by the committee the words “operating 
under the lodge system”’ had been stricken out. 
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secure more definite exemption soon developed. What was really 
wanted, there can be small doubt, was the legalizing of the 
secondary boycott. But it was then thought hopeless to expect 
Congress to grant this in any direct form, and hence the efforts of 
the labor leaders were bent toward securing a general clause which 
might be construed by the courts so as to secure the desired end. 
It was openly said that the labor vote would be used against mem- 
bers of Congress who would not support a strongly worded exemp- 
tion section, and the administration was threatened with the defeat 
of the whole budget of anti-trust legislation. 

At a conference between President Wilson and the ranking 
Democratic members of the House Committee on the Judiciary 
on May 16 it was agreed, if we may trust the reports, that the 
labor section as it stood went far enough. On May 19 Mr. Frank 
Morrison and Mr. Jackson M. Ralston, secretary and attorney, 
respectively, of the American Federation of Labor, together with 
Representative Lewis of Maryland, leader of the labor forces in the 
House, appeared before the House Committee on the Judiciary, but 
their demands were not granted. Finally, on May 24, fifteen labor 
members of the House conferred with the Democratic members of 
the Committee on the Judiciary, and two days later there was a 
similar conference at the White House. A compromise was agreed 
to, which consisted in amending the section in dispute by adding 
the words: ‘‘Nor shall such organizations, orders, or associations 
or the members thereof be construed or held to be illegal combina- 
tions in restraint of trade under the anti-trust laws.” On June 1 
this amendment was adopted by the House without a dissenting 
vote.* 

Other aspects of the Clayton omnibus bill remain to be con- 
sidered. It was introduced in the House on April 14 and referred 
to the Committee on the Judiciary. With minor changes it was 
favorably reported to the House on May 6. It contained, as we 

t As the vote was not recorded there was an amusing scramble to get into the 
Record. A number of short statements of approval were made. For an account 
of the earlier history of the attempts of organized labor to secure this kind of 
legislation see Philip G. Wright, “The Contest in Congress between Organized 
Labor and Organized Business,”’ Quarterly Journal of Economics, XXIX (February, 
1915), 235- 
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have seen, new sections relating to injunctions and contempt pro- 
ceedings as well as the exemption clause. The Definitions bill had 
been discarded and formed no part of the new measure. The 
Trade Relations bill had been thoroughly remodeled in phraseology 
and changed in other particulars. The section prohibiting factors’ 
agreements was made to include tying contracts. These offenses, 
as well as unfair price discriminations, were no longer merely defined 
as attempts to monopolize trade or commerce, but were made 
specific misdemeanors, with specific penalties attached. The 
provisions of the Interlocking Directorate bill were distinctly 
softeaed. The prohibition of interlocking directorates between 
common carriers and banks was limited to cases in which the bank 
underwrites or purchases the carrier’s securities. Two or more 
banks might have directors in common if no one of the banks had 
liabilities of more than $250,000.00 and if no two of the banks 
were located in a city with more than 100,000 inhabitants. Mutual 
savings banks not having a share capitalization were exempted, 
wherever located. Interlocking directorates in the cases of natur- 
ally competitive corporations, other than common carriers, engaged 
in interstate commerce were made definitely punishable instead 
of being held to constitute conclusive evidence of violation of the 
Sherman act. The sections prohibiting holding companies were 
to apply only to cases where the effect is to “eliminate or lessen 
competition” among the corporations. It will be seen that as 
compared with the original bills, the anti-trust sections of the new 
Clayton bill were distinctly moderate. 

The bill was not brought to a vote until June 5, and although 
the House had shown itself to be distinctly apathetic with respect 
to the measure, it was passed by a vote of 275 to 54.1 A few amend- 
ments were made by the House. The owners and operators of oil 
or gas wells, reduction works, refineries, and hydro-electric plants 
were, like mine-owners, forbidden to refuse to sell their products 
to responsible applicants. Another amendment provided that anti- 
trust suits might be brought in any district where a corporation 
“resides or is found or has an agent.’’ More important than these 


* The vote on this measure was not so distinctly bipartisan as that on the Coving- 
ton bill. Only one Democrat voted against it. 
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was a new Clause legalizing traffic associations and other organiza- 
tions of railroad officials.* 

The Senate referred the bill to the Committee on the Judiciary. 
The committee proceeded at once to strike out the amendment 
legalizing railroad organizations and the entire clause compelling 
mine-owners and others to sell to all responsible persons. Then it 
eliminated a clause providing that no person other than the United 
States should have the right to sue common carriers for injunctive 
relief from damages resulting from a violation of the Sherman act. 
The House bill had provided penalties for the violation of the 
sections dealing with price discriminations, tying contracts, and 
interlocking directorates. The committee substituted declarations 
of the illegality of these things and put the enforcement of the 
section into the hands of the proposed trade commission and the 
Interstate Commerce Commission.? 

The amended bill was reported to the Senate on July 22. There 
the sections forbidding price discriminations and tying contracts 
were stricken out on the ground that these offenses were to be 
covered by the general power of the trade commission over unfair 
methods of competition. On the last day of the debates in the 
Senate two further amendments were made. A new section was 
adopted making it unlawful for an interstate corporation to do busi- 
ness in any state in ways contrary to the laws of that state or of the 
state in which the corporation was chartered. And at the instance 
of Senator Cummins the declaration, “‘The labor of a human being 
is not a commodity or article of commerce,” was added to the 
section legalizing labor combinations.‘ The bill, thus amended, 
passed the Senate on September 2 by a vote of 46 to 16. 


This was intended as an offset to the labor combination exemption. If retained 
in the bill it would probably have been ineffective, for it did not legalize agreements to 
“maintain rates.” It had, however, the approval of the Interstate Commerce 

2 Record should be made of a curious amendment proposed by Senator Shields of 
Tennessee, which amounted to the declaration that acts in violation of the anti-trust 
statutes are unlawful and are prohibited. 

3 The section on tying contracts was later restored, then again stricken out, and 
finally put back in an amended form. 

4 The injunction sections of the House bill contained provisions legalizing picket- 
ing. These were stricken out by the Senate Committee on the Judiciary, but the 
Senate adopted a substitute, offered by Senator Cummins, which legalized both picket- 
ing and boycotting. 
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The conference committee had a difficult task, for the Senate 
changes were considerable and their net effect was to make the 
bill much less drastic. It was finally agreed, however, to restore 
the section forbidding price discriminations, but with the penal 
clause eliminated. The section in the House bill had condemned 
price discriminations made with intent ‘to injure the business”’ of 
a competitor of either seller or buyer, while the conference report 
made them illegal only when the effect may be to “substantially 
lessen competition or to create a monopoly.” There was much 
difficulty over the matters of tying contracts, and of interlocking 
directorates, but the conference committee was able to come to a 
final agreement on September 23. 

When the conference report was returned to the Senate opposi- 
tion developed which at times threatened to take on the character 
of a filibuster. The thing chiefly attacked was that elimination 
of penal provisions for which the Senate itself was responsible. 
Senators who had not previously been known as hostile to large 
business interests joined with the representatives of non-radical 
opinion in condemning the alleged emasculation of the bill. Senator 
Reed of Missouri, who had previously made a number of unsuc- 
cessful attempts to secure the adoption of a radical amendment 
providing for receivers’ sales of the property of combinations 
condemned under the Sherman act, was the principal opponent of 
this “capitulation to the trusts.”” Some of the opposition was, of 
course, based on the conviction that the proposed statute was 
inadequate to its purpose. But much of it represented a last 
attempt to delay action on the bill long enough to force an adjourn- 
ment of Congress. The debate in the Senate dragged on until 
October 5, when the conference report was accepted by a vote of 
35 to 24 after Senator Reed’s motion to return the bill to conference 
with instruction to insist upon the penal clauses had been defeated 
by a very similar vote. The debate in the House was along 
similar lines, but was much less prolonged. Yet the House did not 
vote upon the conference report until October 8, when it was 
approved by a vote of 244 to 54. 


* Six Democrats voted for the motion to recommit, but only three voted against 
accepting the conference draft. 
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The Clayton act was thus the outcome of about eight months 
of deliberation. But in less degree even than is true of most impor- 
tant federal statutes, and in a markedly less degree than is true of 
the establishment of a trade commission, did it represent a real focus 
of the opinion of a majority of the members of Congress. Despite 
the large majority recorded in its favor the general attitude of 
Congress was that of unwillingly doing a set task. For many 
members of Congress the casting of a favorable vote was a matter 
of political exigency. Administrative pressure, party discipline, 
the political power of organized labor, and the undoubted fact 
that a majority of the voters at home would interpret a Con- 
gressman’s vote against an “anti-trust” statute as a vote for 
monopoly were the dominant factors in the situation. And so 
many things were lumped together in the bill that it was im- 
possible to segregate the good from the bad. The enaction of 
additional anti-trust legislation was in itself a praiseworthy carrying 
out of a party pledge. The particular shape which that legislation 
took is a matter in which the general views of the President, the 
pressure of interests strong enough, politically, to command a 
hearing, and the ideas of the few men actively interested, in 
Congress and out of it, who had definitely crystallized opinions 
as to what anti-trust legislation should be, each played a part. 


Attyn A. YOUNG 
CorNELL UNIVERSITY 





STANDARDS OF SICKNESS INSURANCE. II 


Kinds of benefit—The direct object of sickness insurance is the 
complete or at least partial restitution of the losses sustained 
through sickness. This demands two broad divisions of service: 
(1) a money benefit during loss of earning power; (2) restitution 
of cost of medical and surgical aid, or the direct grant of such aid, 
in all its ramifications, in kind. 

The necessity of medical aid, as a part of a sickness-insurance 
system, would seem quite obvious. Nevertheless, it must be 
remembered that in at least two American compensation acts 
(Kansas and Washington) this feature is completely lacking, and 
perhaps the most amazing thing is that in Washington this most 
essential omission took place in connection with a state insurance 
plan. In one tentative American draft of a sickness-insurance 
bill which reached the writer, no provision was made for medical 
benefits. This is also rather frequently true of voluntary American 
sickness-insurance schemes, as operated by trade unions or estab- 
lishment funds, while, on the other hand, in the large cities of the 
eastern states, many co-operative organizations (lodges, etc.) are 
found among foreign-born workmen which endeavor to grant 
cheap medical aid only, independently of money sickness benefits. 
It cannot, therefore, be stated too emphatically that only through 
a combination of both of these forms of relief can the social purposes 
of sickness insurance be accomplished. 

Preventive effects of medical aid.—It is rapidly becoming recog- 
nized that the most important, though indirect, social purpose of 
insurance is its preventive effect. The recent sensational charges 
against fire insurance were largely based upon the assertion that 
the effects of its methods were contrary to prevention, and the 
defense pointed at the preventive effect of schedule rating. The 
broad movement for “‘safety first” resulting from compensation 
legislation is a matter of recent history, and the various compen- 
sation-insurance carriers vie with each other in extending measures 
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of prevention in order to establish for themselves the right to 
continued existence. Even in the old and well-established business 
of private life insurance, the movement to accomplish not only 
successful selection, but also prevention, is gaining strength and 
finds expression in the Life Extension Institute, in the nursing 
service, in periodic examinations of insured, in the recognition of 
social responsibility toward the rejected applicant, and so forth. 

Perhaps in no branch of insurance is the road to prevention so 
clearly indicated as in sickness insurance through the granting of 
medical aid. So far as the curative effect of treatment of indi- 
vidual cases is concerned the same situation is found in accident 
compensation. But only in rare cases are working-men subject 
to repeated industrial accidents, and the effect of a successful 
treatment of one injury in preventing another is somewhat far- 
fetched. But in sickness insurance the connection between one 
attack of illness and another is direct and obvious. Every case of 
illness is, strictly speaking, a predisposing cause for subsequent 
illnesses. Even in case of those forms of sickness which are followed 
by immunity, a general debilitating effect cannot altogether be 
avoided. Naturally the prevention of the destructive effects of 
illness depends to a large extent upon treatment and care, and the 
organization of a proper system of medical aid for the masses is 
perhaps one of the greatest factors in the modern movement for life 
conservation. In fact, though in case of sickness of the bread- 
winner the obvious, immediate need may be for financial relief, 
it would be no exaggeration to say that, so far as final results are 
concerned, proper treatment and a rapid cure of the patient are 
matters of far greater moment. 

It is scarcely necessary to state that in Germany, Great Britain, 
Denmark, in fact in all countries which have systems of sickness 
insurance worth the name, medical aid is an integral part of the 
system.’ In this country, because of the appalling spread of nostra, 
cure fads, faith-treating, Christian Science, etc., some considerable 
opposition to an effective system of medical aid in connection with 
a public insurance system may be expected. But whatever the 
political necessities of various “local situations’? may bring, the 

1 The total omission of medical aid in Ireland is a distressing exception. 
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expert draftsmen of legislative proposals should not be willing to 
assume any compromising attitude in this all-important matter. 

Extent of medical aid.—While all national sickness-insurance 
systems are alike in making some provision for medical aid, there 
is great variety in the extent and methods of such service. It is 
well, therefore, to begin by enumerating the various headings into 
which the broad term of ‘‘medical aid’’ may be divided: (1) ordi- 
nary medical aid; (2) ordinary surgical aid; (3) obstetrical aid; 
(4) major surgical aid and treatment by specialists; (5) dental 
care; (6) drugs and ordinary surgical supplies; (7) special apparatus 
and appliances; (8) hospital care; (9) sanatoria; (10) convalescent 
homes and institutes. 

The list will emphasize the complexity of the problem, which 
may not be obvious to the layman. The division may appear 
unnecessarily minute. The ten forms, or perhaps degrees, may 
be summarized in the following three groups: (A) medical treatment 
(1-5); (B) supplies (6, 7); (C) institutional care (8-10). When 
thus stated, the necessity for each group becomes obvious; drugs 
or other supplies may become necessary in all cases and, in some, 
effective results cannot be expected without institutional care. 
In the three countries selected as types, some provisions are found 
in regard to each of the three large groups of aids, but in each 
country the legislative situation is different. 

The Danish system being optional, the law can establish only 
minimum requirements as a condition of recognition and of sub- 
sidy. All three forms of service are recognized in the law, but 
the extent to which aid must go cannot in the nature of things 
be specified. Nevertheless, it is significant that the recognized 
societies are required to furnish hospital treatment when necessary. 

While the system is compulsory in Germany, the principle of 
local autonomy limits the law to minimum requirements only, and 
further extensions of the service are left to the individual funds. 
The minimum requirements are perhaps not very extensive; they 
include medical attendance, supply of medicines, eyeglasses, 
trusses, and other minor therapeutic appliances. This would seem 
to be grouped under the headings 1, 2 (possibly 4 with limitations), 
6 and 7 (with limitations). In regard to institutional care, the 
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language of the law is not exacting, permitting the funds to substi- 
tute hospital treatment for ordinary medical care, although, as a 
matter of fact, the development of institutional treatment in Ger- 
many has been very extensive. 

Finally, Great Britain is perhaps the only country which 
embodied in its sickness-insurance law a definite and almost uniform 
system of medical aid. This is consistent with the general prin- 
ciple of national uniformity in the British system. The general 
provisions of the act include general medical aid, ordinary drugs 
and supplies, such other appliances as may be included by admin- 
istrative regulations, and the much-discussed “sanatorium bene- 
fits,” to be granted only in cases of tuberculosis and such other 
diseases “‘as the iocal Government Board may appoint.” Further 
extension of the medical benefits is permitted as optional benefits. 
The situation in Great Britian is perhaps the reverse of that in 
Germany, in that the actual conditions are very much inferior to 
those laid down as obligatory in the law. Since the German 
principle of reasonable local autonomy has been adopted as a 
necessary standard for American legislation, as against the English 
system of national uniformity, how far shall our legal requirements 
as to medical care go? 

The writer’s own choice is based upon a deep appreciation of 
the utmost importance of proper medical care, perhaps owing to 
a few years of active practice of the medical profession. Obviously, 
however, it is useless to put requirements upon the statute books, 
which society on a certain cultural level is utterly incapable of 
meeting. If a national sickness-insurance act were in contempla- 
tion, such an act could embody as a minimum requirement nothing 
which even a frontier community, such as Montana, or a back- 
woods community of the South could not comply with. But since 
sickness-insurance legislation, like compensation legislation, will 
most likely proceed within state lines, it would be decidedly wrong 
to establish no higher minimum requirements for New York or 
Massachusetts than would appear adaptable to Wyoming or 
Florida. 

Limiting our discussion for a moment to the states of a higher 
cultural level, we may ask, What shall the minimum requirements 
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be, as expressed in the legislative act? Up-to-date homes for 
convalescents or Zander institutes may not be expected in every 
country and school district, and the development of such methods 
of cure may be left to the voluntary effects of the local sickness- 
insurance carriers. But outside of such extreme demands, it seems 
to me, nothing less than thoroughly adequate medical and surgi- 
cal care, including supplies, apparatus, hospital and sanatorium 
treatment, is justified. 

Of course this is a much broader program than the amount and 
degree provided in Great Britain either by the language of the law, 
or in actual practice, or in Germany by the general law (though not 
as actually applied), and yet this formula is the least that conforms 
with the ideal of the life-conservation movement of this country. 
Medical aid is not worth having unless it conforms to the proper 
standards of the medical science of the time. We may well discuss 
the extent of economic relief which society may grant to its dis- 
abled wards, but the first and absolute prerequisite is that it does 
all that can be done to cure them. To insist that less is sufficient 
for the workman, because he is a workman, is to destroy altogether 
the constructive character of the entire sickness-insurance idea, 
considered as part and parcel of the modern movement for scientific 
prevention of destitution. Wherever, therefore, social conditions 
at all permit it, all the ten forms of medical care enumerated above 
must be included in the minimum requirements of the law. 

Ordinary medical aid.—The necessity for ordinary medical and 
surgical aid is, or should be, quite self-evident. In the entire 
criticism of the practice of the British national health insurance 
system made by the Committee of Enquiry of the Fabian Research 
Department (Sidney Webb, chairman; see Special Supplement to 
the New Statesman, March 14, 1914) nothing carries so much weight 
as the evidence that even the performance of ordinary operations 
is not always guaranteed to the insured workman. If medical care 
under a socially organized system of sickness insurance should 
degenerate to a rapid, careless prescription of drugs by hurried 
and overworked physicians, then the entire preventive effect of the 
system would be completely nullified. Nor is it necessary to argue 
that competent obstetrical aid is an absolute necessity. This 
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feature, however, will be dealt with at greater length presently 
in connection with the entire problem of maternity insurance. 

In a “backwoods” frontier community the requirements of 
expert surgical aid for major operative work and of treatment by 
specialists may appear extravagant, but in the East and North 
Central states, at least, it may reasonably be included among com- 
pulsory requirements. It is preposterous to guarantee to the ill 
workman the diagnosis in case of appendicitis, or cancer of the 
stomach, but not the operation; it is preposterous to expect him 
in case of some special forms of disease, such as diseases of the nose, 
throat, or eye, or of the nervous system, to be satisfied with care 
by an incompetent “general practitioner,” or family physician; 
for this would reduce the quality of care given even below that 
to be obtained from free dispensaries. In the majority of German 
cities this specialized medical service is being granted, and in pro- 
gressive American communities it is equally possible. It is only 
because of an archaic and faulty organization of medical practice 
that the concepts of specialized expert medical service and expen- 
sive service have been merged into one in public opinion. The 
necessity of specialization in medicine has been recognized at the 
same time that facilities for such successful specialization have 
grown. The practical methods for securing the treatment of 
special diseases by special experts only, and at no exorbitant cost, 
can be brought about by proper organization, of which more will 
be said when the problem of organization of medical aid is reached. 

Dental care——The general principles announced above are 
equally applicable to the question of dental care. Here again some 
constructive steps will be necessary, as the situation in Europe is 
far from satisfactory. 

In Denmark no requirement as to dental care is contained in 
the act, and there is no evidence that the recognized societies 
furnish it to any extent. The British act refers to dental aid as one 
of the permissible ‘additional’ benefits. The new German act 
specifically refers to dentists, but the extent of dental care is 
not prescribed. Presumably, simple measures like extraction are 
considered an essential part of medical aid. The tendency among 
larger funds is to provide for extensive dental service and a few 
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funds even provide part of the cost of prosthetic dental work 
(artificial teeth, crowns, bridges, etc.). 

The superior development of the science and practice of den- 
tistry in the United States furnishes a basis for a more liberal and 
more satisfactory provision of dental aid. Scientific dentistry has 
long been recognized in this country as a necessity rather than 
a luxury. In establishing the minimum cost of a standard of 
living, the Massachusetts minimum-wage board included a small 
amount for dentistry. It is true that dental diseases are seldom 
sufficiently severe to interfere with earning capacity except for 
very short periods of time. But the harmful, though insidious 
results of dental defect upon the general state of health have already 
been recognized. “There is’ says Professor Osler, perhaps one 
of the world’s greatest physicians, “not one single thing more 
important to the public in the whole range of hygiene than the 
hygiene of the mouth. If I were asked to say whether more physi- 
cal deterioration was produced by alcohol or defective teeth, I 
should unhesitatingly say defective teeth.” 

Many investigations have established the great prevalence of 
dental diseases among all ages and groups of the masses. Wage- 
workers, themselves, are also to some extent aware of these effects. 
The amount of money spent by the poor for dental work is rapidly 
increasing, but unfortunately it is seldom spent so as to produce 
the necessary results. Within recent years popular dentistry has 
been grossly commercialized through the development of so-called 
“dental parlors.” In these the pressure is always for prosthetic 
dentistry because that is the most expensive and therefore the most 
profitable to the commercial dentist. The masses are never told 
that this is the least useful and most objectionable form of dental 
aid, nicknamed “septic” dentistry by some experts in the line. 
The cheaper and much more effective prophylactic work is dis- 
regarded. Within recent years, however, the hygienic importance 
of early dental aid has been so well recognized by scientific students 
that organization of regular dental departments in responsible 
hospitals is rapidly becoming the rule. The inclusion of syste- 
matic dental aid as a required branch of medical care is urged here, 
therefore, because of its general hygienic effects, and also because 
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it will prove economical in the end by substituting early and cheap 
satisfactory relief for delayed, expensive, and often harmfal “gold 
teeth.” 

Medical and surgical supplies—A difference of practice may 
also be observed in the furnishing of the material aids to medical 
care—drugs, supplies, etc. In the voluntary system of Denmark 
the furnishing even of drugs is optional, with very unsatisfactory 
results. According to the latest data, more than half the societies 
(57 per cent) entirely refused this service. Only 18 per cent paid 
for the entire cost; while the remaining 25 per cent contributed 
only a part of the cost. Thus the results of the voluntary system 
are seen to affect the quality of the service very seriously by leaving 
an economic motive for saving on necessary drugs and supplies. 
In both the British and German acts, the furnishing of drugs and 
ordinary supplies is compulsory. As to the more expensive 
surgical and medical appliances, the British act leaves the question 
of how far they shall be furnished to administrative regulations 
by the insurance commissioners. The German law, in accordance 
with its general methods of establishing minimum standards only, 
makes the supply of “eyeglasses, trusses, and other minor therapeutic 
appliances” compulsory upon the sickness funds. In actual prac- 
tice many German funds go far beyond that, and provide artificial 
limbs, artificial eyes, etc. In Great Britain the situation is unfor- 
tunately just the reverse. The actual practice, as established by 
administrative regulations, is very inferior to the plain intent of 
the law, as neither trusses and elastic stockings, nor crutches, and 
not even eyeglasses or syringes, are furnished, not to speak of such 
“luxuries” as artificial limbs. 

Such limitations are very undesirable and fully justify the 
severe criticisms made by the Fabian committee. ‘Medical 
care” is nothing but a delusion, unless the necessary mechanical 
appliances are available to carry into effect the advice given by 
physicians. Some appliances may be expensive, but it is just 
because they are expensive, and because they are required in rare 
cases only, that they can be furnished by the insurance method 
much more easily than by individual purchase. Moreover, as 
measured by the amount of relief granted, and even by the resti- 
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tution of earning capacity, these appliances, as trusses, elastic 
stockings, eyeglasses, or even artificial limbs, are the cheapest 
forms of surgical aid. A system of public sickness insurance is 
derelict in its duty if it fails to accomplish all possible results. 
A normal act has therefore the choice of only two methods: either 
to enumerate a very detailed, almost exhaustive list of permissible 
appliances to be furnished according to proper medical advice, or to 
use the broad formula of the Wisconsin compensation act, and to 
establish in plain terms the right to ali necessary aids to treatment. 

Institutional treatment.—The conditions outlined above may 
well apply (perhaps with the one exception of specialized medical 
and surgical aid) to all communities. In regard to the third 
group—namely, institutional treatment—the problem is somewhat 
more complex. 

Hospital treatment is becoming more and more important in 
dealing with serious illness, partly for technical and partly for 
social reasons. There are diseases which in the very nature of 
things require constant medical attention. It is true that recently 
medical science has recognized certain disadvantages in hospital 
treatment, and has indicated conditions under which home treat- 
ment may be equally effective medically and more desirable for 
psychologic reasons. But this may be realized only under condi- 
tions which are quite utopian as applied to working-men’s homes. 

Ordinary hospital treatment is recognized as a necessity in 
almost all European sickness-insurance systems. The Danish 
law requires the recognized societies to furnish it whenever neces- 
sary and some arrangements to supply it are made by practically 
all societies. The legal requirement that hospital charges to the 
recognized societies must be only half the regular charges proved 
a large inducement. As general hospital facilities are good, there 
is seldom any necessity for special hospitals for the exclusive use 
of the societies. While the German act is not very exacting in 
its language, as a matter of fact there has been a very extensive 
development of hospital treatment in connection with the German 
system. Practically all important sickness funds furnish it, and 
in many of them from ro to 15 per cent of the total budget is 
expended for this purpose. 
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The development of sanatoria and convalescent homes has 
been largely optional. Very little has been accomplished in Den- 
mark; on the other hand, in Germany, the development of such 
institutions, largely owned by the sickness funds themselves, has 
been very rapid. Thus, e.g., the Leipzig fund has three convales- 
cent homes and a special Zander institute for treatment of func- 
tional disorders by special exercises, Munich has two sanatoria, 
Hamburg two convalescent homes, etc. This is entirely independ- 
ent of the special institutions established by the invalidity in- 
surance institutes operating under the old-age and invalidity 
insurance laws, which furnish a good deal of medical aid to 
those insured. It is the invalidity institutes which have provided 
some 65 sanatoria for special treatment of tuberculosis with very 
important results. 

The whole problem of institutional treatment in Great Britain 
is still in a very unsatisfactory condition. The so-called sana- 
torium benefit is limited to tuberculosis and such other diseases as 
the Local Government Board may designate, but as yet no others 
seem to have been so designated. The sanatorium benefit is there- 
fore comparable to the tuberculosis treatment of the German 
invalidity insurance, or would be, if in reality it were not so much 
inferior to the standards of the law. The sanatorium benefit may 
be given in form of dispensary or even home treatment, and in 
actual practice often resolves itself only into supplementary allow- 
ances to the physician for medication in cases of tuberculosis, which 
should be a constituent part of the ordinary medical aid. The 
serious obstacle to the proper development of this benefit is the 
appalling insufficiency of hospital facilities in Great Britain; but 
this, it is hoped, will be gradually overcome through the special 
appropriations for construction of tuberculosis sanatoria. Never- 
theless, even if the reality is very much below the standards estab- 
lished by the law, it has accomplished some good by attracting 
public attention to the lack of hospital facilities, and creating a 
constant, urgent demand from the insured for correction of this 
evil. 

It is evident that in the regulation of institutional treatment, 
more than in any other branch of medical care, a certain latitude 
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may be allowed out of consideration to ‘‘local conditions.”” Each 
state may decide for itself how far institutional treatment may be 
made obligatory upon the sickness-insurance funds. If the state is 
territorially large, and conditions throughout are not uniform, the 
actual extent of institutional treatment may be left to the fund 
itself, or to administrative regulation. 

Nevertheless simple acceptance of prevailing conditions as 
necessarily final would be out of harmony with the constructive 
character of this legislation. A modern community cannot claim 
any cultural standing if hospital facilities for treatment of grave 
illness are insufficient. Unless the geographical difficulties are 
very serious, or population very sparse, and means of transportation 
unsatisfactory, an earnest effort should be made, in conjunction 
with sickness-insurance legislation, to build up a sufficiency of 
hospital facilities. The same is true of special sanatoria for con- 
sumption, while the further refinements, such as special institutes 
and convalescent homes, may for the present be left to voluntary 
communal effort. It may appear that the joining together of 
these two issues is somewhat irrelevant, and that a state will, or will 
not, have sufficient hospital facilities, irrespective of all sickness- 
insurance legislation. But the obvious reply is that the in- 
surance system creates a fund, out of which hospital treatment 
for its members may be paid (as explained presently), that this 
fund will be constituted largely through contributions from the 
insured themselves, and that they have an implied right to be 
furnished with not only purely formal “medical advice”’’ but also 
effective medical aid. There are no difficulties, except financial 
ones, to the increase of hospital facilities, and the insurance system 
is designed for the very purpose of meeting such financial diffi- 
culties. 

Conditions of medical aid.—Since insurance is a contractual 
obligation, some limitations are often inevitable, but comparatively 
little need be said concerning the limitations of medical benefits. 
In every insurance contract some time limits are necessary. In 
private insurance the policy period, and in collective insurance mem- 
bership in the insurance organization carry the natural limits, while 
membership itself depends upon employment in an insured trade. 
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Of course all benefits of membership must extend beyond the period 
of active employmert into the period of illness with payment of 
benefits. But such extension is also subject to a limit, so long as 
the line of demarkation between sickness insurance and invalidity 
insurance is accepted as already explained. Just where this line 
of demarkation should be placed may be discussed with better 
advantage in connection with the money benefits. 

There may be a time limit at the beginning of illness as well, 
which under the term of “waiting period” has become a distinct 
feature of compensation in the United States. This, however, is 
obviously inapplicable to medical aid, where promptness is a matter 
of greatest importance. Universally, therefore, the right to medical 
aid begins with the beginning of illness. 

Under the same term “ waiting period” an entirely different time 
limit may be meant: namely, the time which must elapse after the 
beginning of insurance before the right to the benefits is free from 
all restrictions. Strictly speaking, it is a period of probation, dur- 
ing which the insured person is really not insured though he may 
pay the necessary dues. Such a provision may be necessary under 
a voluntary system for the purpose of eliminating persons who 
might insure because they know themselves to be sick. In the 
Danish voluntary system such a “waiting period” of six weeks is 
required. But while there may be some important reason for such 
a period of “‘suspended insurance” so far as the payment of money 
benefits is concerned, it appears altogether unnecessary in applica- 
tion to medical aid. The possible abuse of the medical-aid privi- 
lege is far less important than the danger of denying aid to anyone 
in real need of it. 

A considerable amount of medical aid may be needed, moreover, 
in cases not requiring any discontinuance of work. In such cases 
any limitations upon the amount of medical aid to be furnished 
would be socially indefensible, since the hygienic effect of such aid 
would counterbalance any consideration of excessive cost. 

Organization of medical aid.—It is impossible, in this brief outline 
of standards, to devote much space to consideration of administra- 
tive details. But although the problem of organization of medical 
aid is distinctly an administrative problem, an exception must be 
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made in its favor, in view of its tremendous importance for the 
successful operation of the entire scheme. In almost all systems 
of sickness insurance, medical aid is furnished in kind, instead of 
by money contributions to meet its cost, as is done in the American 
compensation practice. This is necessary for considerations of 
both economy and efficiency. The entire preventive effect of 
sickness insurance largely depends upon the successful organization 
of medical aid. 

The most difficult problem during the period of organization 
of the system in Great Britain and the most scathing criticisms 
after its institution were all connected with the organization of 
medical aid. The medical profession in this country is more 
numerous, better organized, and on the whole wields a greater 
influence than the profession does in Great Britain. There can 
be no doubt that so soon as sickness insurance leaves the domain 
of pure theory, and enters the legislative stage, the medical pro- 
fession will become very much alive to the situation, and will try 
to shape legislation to suit its own professional views and interests. 
It is necessary, therefore, to determine in advance what form of 
medical aid is desirable from a broad social point of view, and also 
what part of the ground it may be necessary to yield to the interest 
of the medical profession as well as to the established customs of 
the varied elements of the population of the United States. 

In order to be able to discuss intelligently this rather specialized 
problem, it is necessary to indicate briefly the essential problems of 
medical practice, to which the majority of American students of 
economics and social science have as yet given very little thought. 

The established form of administering medical aid in this 
country, so far as paid service is concerned, is through so-called 
“private practice.’ Medicine is one of the oldest liberal pro- 
fessions, and private practice for a fee is the recognized, time- 
honored method of performing the service in the liberal professions. 
As a matter of fact only a few professions have succeeded in pre- 
serving this system as a predominating one. While private 
practice for a fee is still the rule in medicine and law, elsewhere 
this has given way to the usual contract and stipulated monthly 
or weekly remuneration. This is largely true of the engineering 
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profession, the teaching profession, theology, most forms of scientific 
and social investigation, etc., although in each and every one 
“‘private practice” survives to a limited extent, especially in case 
of the leaders and experts, who may serve in a consulting capacity. 

The forces behind this change are not difficult to discover. 
Private practice gives way as one large employer, either individual 
or corporate, takes the place of many petty ones. A definite wage 
contract is preferable because it is both economical and more 
efficient. There is a better utilization of time, resulting in a smaller 
cost per unit of service, though the worker’s total earnings may 
increase. Besides, a regular wage contract permits of assignment 
to special duties, leading to division of labor and specialization 
such as is very difficult to accomplish under a system of private 
practice. 

The American people is accustomed to private practice as the 
normal type so far as the paid practice of medicine is concerned. 
It has learned to look to institutional treatment by a staff, as a 
system adapted only to charitable medical aid. The natural 
consequence is to look to private practice as a more satisfactory, 
though more costly, form of medicine. Nevertheless, even in this 
country, the wage-workers of the larger cities have sufficiently 
demonstrated the economic feasibility of medical aid under some 
systematic arrangement between a body of prospective patients 
and the physician. 

The first practical question that must confront the constructive 
social legislator in approaching this problem is this: Can medical 
aid, on the broad lines indicated above, be given without some 
change in the customary conditions of private practice? That is, 
are these conditions at all adapted to the needs and means of the 
working class ? 

An answer to this question may be found in the present status 
of medical aid to the workers. Because private practice is expen- 
sive, even though the scale of fees for physicians practicing among 
the poor is comparatively low, medical aid is not sought except 
as a last resort. There persists a harmful tendency to self- 
medication, a popularity of injurious nostra, or a plain neglect of 
chronic ailments. Medical aid among the poor is largely inefficient. 
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It is administered almost exclusively by so-called “general prac- 
titioners’”’ or “family physicians’—Jacks-of-all-trades, whose 
persistence is out of all harmony with the recent phenomenal devel- 
opment of scientific medicine. There is perhaps a distance of a 
quarter of a century between the present status of medical science 
and that of medical practice among the poor. Conditions of 
private practice among the poor do not offer an inducement to 
careful examination, to study, or to the application of modern 
methods. There is no doubt that conditions of dispensary prac- 
tice—at least in first-class public dispensaries—are very much 
superior because they offer expert advice of specialists and possess 
the necessary modern equipment. But dispensary practice is 
largely limited to ambulatory patients, placed on a basis of chari- 
table relief, and therefore has serious drawbacks of its own kind. 

It might be argued that the creation of a large fund for the 
treatment and relief of all workers could improve these conditions 
without necessarily disturbing the underlying basis of private 
practice. This is entirely conceivable. To some extent it is the 
condition prevailing in the practice of accident compensation, 
since most American acts impose upon the employer (or the 
insurance-carrier) the duty of paying for the necessary medical 
aid, instead of requiring that such aid be furnished in kind. 

But there are very serious objections to such a system. The 
first consideration is that of economy. In compensation the cost 
is borne by the employer, who presumably is able to bear the 
high cost of medical aid. Some 20 to 25 per cent of the cost of 
accident compensation in this country is.consumed in physicians’ 
bills. Yet, though the injured workmen do not directly pay the 
bills, they suffer from their excessive scale, because the amount 
of medical and surgical aid to be given is entirely too closely limited 
in most states, mainly out of fear of the excessive charges of 
private physicians. In sickness insurance the workers themselves 
bear a large share of the burden, and strict economy is more urgent. 
Disorganized medical aid is uneconomical just because of this lack 
of organization. Excessive cost of the unit of service does not 
always spell excessive income of the practitioner because private 
practice is hopelessly tied up with loss of time for the majority 
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of the practitioners. The unsuccessful ones barely make a living, 
though charging from $1.00 to $2.00 for a few minutes of work. 
The successful ones must grow hurried and careless in their work, 
since their income is in adverse proportion to the time and care 
they are willing to give to the patient. Besides, the broad effect 
of prevention of ills is almost altogether lacking in private practice; 
medical control over those who are ill, or those who claim to be, is 
made very much more difficult; malingering is directly stimulated. 

If some sort of organization therefore seems clearly indicated, 
the exact lines on which it must proceed are still subject to many 
fluctuations. Complete organization would presuppose a state of 
affairs in which all the medical work to be done for the members 
of a sickness fund would be done by physicians and surgeons (one 
or many, as the case may be) who are specially employed for the 
purpose and devote their entire time to it, as is the case with the 
internes in hospitals and in other institutions. That is not at all 
a revolutionary proposal. It exists in many industrial corporations, 
it is found on a national scale in the famous system of Russian 
village medicine, and often gives excellent results. It is in use 
in some German sickness-insurance funds and is advocated by 
many experts on sickness insurance and by a goodly proportion 
of administrative officers of sickness funds. 

But this entire elimination of private practice among members 
of a sickness-insurance system has raised very strong objections 
from two sources—the medical profession and the insured them- 
selves. The physicians are opposed to such complete organi- 
zation because they fear that in it place will be found for only a 
limited portion of the profession—which seems to be a tacit admis- 
sion that the medical profession is already overcrowded. It is true 
that the census indicates some 150,000 physicians in the United 
States or 1 physician to a population of some 600. Yet it is diffi- 
cult to say whether this proportion is excessive. There are many 
idle physicians, but there are also many overworked ones, and 
many ill persons who do not receive adequate medical aid. If 
the average annual number of sick days per adult person is about 
10, a population of 600 will give some 6,000 days of illness, or some 
20 patients per every working day for each physician, perhaps as 
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many as one should be required to care for. But, in every civil- 
ized community the number of physicians required for the work 
of control, of investigations, of public health and hygiene is growing 
fast, so that the foregoing proportion is probably higher than will 
be found in actual practice. Moreover, no system of sickness 
insurance contemplates the inclusion of the entire population, and 
among the higher social strata private practice with its higher 
fees and greater income and leisure for the medical practitioner 
may still persist. Be it as it may, the interests of the physicians— 
an important, powerful, and intelligent element of our population 
—cannot be disregarded, especially as regards those who are 
already in practice. If the profession, however, be already over- 
crowded, a situation which would bring that fact to light and 
prevent excessive increase in the future is of itself not an unde- 
sirable one. 

Another serious objection which is advanced by the medical 
profession is that complete organization of medical practice would 
lower the standard of medical income and would close the avenues 
for advance to the ambitious members of the class. This argument 
can be very readily disposed of. High medical incomes are very 
few and far between. They are found almost exclusively among 
the fortunate few who are ministering to the ills of the wealthy. 
In practice among the poor, large incomes can be achieved only 
through exhaustive overwork or by gross neglect of the interest 
of the patients. The difficulty is that the entire psychology of the 
medical man has been adjusted to a speculative hope of exceptional 
success, a factor wholly absent in most other liberal and scientific 
professions, and one which cannot but have a very detrimental 
effect upon the entire psychology of the profession and its attitude 
to social problems. 

Freedom of choice of physicians—A quite different line of 
defense of private practice is advanced by the general public, 
namely, the necessity of freedom of choice of physician because 
of the intimate relation existing between physician and patient 
and the necessity of complete faith in the selected healer as a pre- 
requisite to successful treatment. That is a force to be reckoned 
with. A measure of social amelioration cannot be successful if 
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it runs directly opposite to the wishes and sentiments of the bene- 
ficiaries, no matter how ill grounded such sentiments may be. 
Nevertheless, in planning for large measures the effect of which will 
mainly manifest itself in long-range changes, it is proper not to 
accept these wishes and sentiments as final and conclusive. Of 
course the advantages of such freedom of choice are largely illusory. 
It does not exist in thousands of smaller communities where there 
is no choice. It is not expected in hospitals and dispensaries to 
which literally millions of workers and their families apply for 
medical aid. It is but seldom exercised in regard to selection of 
specialists when the suggestions of the family physicians are 
accepted. It is waived, so far as the individual members are con- 
cerned, in a large number of lodges, after the selection of the 
physician has been effected by a democratic vote. 

Scientifically, the advantages of a free choice are open to 
criticism. They may have been great so long as the function of 
a physician was exercised largely by moral suasion. But scientific 
diagnosis, serotherapy, and skilful surgery do no depend for their 
success upon such whimsical considerations. In large industrial 
communities the poetic “country doctor,” who took care of several 
generations, has long since given way to the modern commercial- 
ized practitioner. -It is preposterous to imagine that the average 
working-man or woman, altogether ignorant of even the elements 
of physiology and hygiene, is able to pass intelligent judgment 
upon the professional accomplishment of his physicians. But 
because professional success depends much more upon the physi- 
cian’s reputation in the community than upon his professional 
standing among his colleagues, the free choice of physician is 
defended by the medical profession, representing as it does a valu- 
able asset, comparable to the “good will’ of commercial under- 
takings. The constructive legislator, therefore, need not be 
intimidated by the intrinsic value of the defense of free choice, but 
he must reckon with it, nevertheless, as a social force, which cannot 
be antagonized too strenuously, since the success of the whole plan 
of sickness insurance is involved. 

The practical conclusion, therefore, seems to be that medical 
organization is to be aimed at so far as conditions will permit, but 
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that in deference to existing conditions some freedom of choice 
among physicians, wherever possible, must be provided for. But 
shall this freedom of choice be limited to the physicians who have 
entered intc a contractual relation with the fund, or shall it be 
extended to the practitioners of medicine generally? European 
experience offers a variety of expedients. In Denmark, the law 
does not undertake to regulate the conditions of medical aid. In 
practice, all forms are found, from assignments of physicians to 
definite districts, to freedom of choice of any physician. Yet the 
last method is rare, and the prevailing method is either the desig- 
nation of a district physician, or the right of choice between a 
limited number of physicians employed by the fund. In Germany, 
the law demands the freedom of choice between at least two physi- 
cians “‘if it does not add excessively to the cost,” with the important 
limitation that all medical aid must be furnished by physicians 
under contract. Here, also, practice has created both types, while 
the question of comparative advantages of the physician employed 
outright and selection from a large list of physicians still remains 
one of the most mooted questions in the practice of German social 
insurance. 

The question of local option in regard to organization of medical 
aid has been approached by the British Health Insurance act in an 
entirely different spirit. The national act prescribes a system 
which is practically uniform throughout the land. The system 
was decided upon as a compromise after a stormy conflict with the 
medical profession, and bears strong evidence of a desire to placate 
it, to protect its interests at times to even a greater extent than the 
interests of the millions of insured workmen. The resulting system 
of “medical panels’’ (or registered lists of physicians) grants the 
right to practice among the insured for a stipulated annual amount 
to each reputable physician. 

The right to practice among a certain class of population is 
therefore recognized as a vested right of the profession and of all 
its members. Sufficient evidence has already accumulated that the 
system does not work well in many particulars. It has prevented 
the sickness-insurance funds from making any selection between 
physicians, or from hiring and training inexpensive specialists. 
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It has left the entire choice in the hands of the individual workman, 
and preserved the economic dependence of the physician upon the 
good will of his clients. It has placed no limits upon the number of 
insured patients a physician may have, and has therefore stimu- 
lated low-grade competition among physicians for the capture of 
the largest possible number of contract clients. It has limited the 
insured practically to one physician, and made treatment by 
specialists unavailable. In short, it has increased largely the 
amount of medical advice given without at all improving its 
quality. Cases are reported in the Fabian report of physicians 
who have as many as 9,000 insured on their lists and who are forced 
to hire one or more assistants in order to give them even the most 
superficial treatment. 

There is very important warning in the English conditions of 
what the worst abuses are, which must be carefully avoided. 
The writer, who is somewhat familiar with the conditions of medical 
education and the legal requirements for practice in this country, 
can safely say that variations between the highest and lowest 
standards are such that neither a medical diploma nor a state 
license is a sufficient guaranty of efficiency. There is absolutely 
no reason why a sickness-insurance institution, with the means at 
its disposal, should renounce the right to intelligent selection of its 
medical practitioners according to standards established by com- 
petent authorities. There is no reason why it should permit the 
commercial spirit of some practitioners to interfere with the 
efficiency of the campaign of health preservation which in the long 
run will be the most important aspect of the insurance system. 

It may well be that under the pressure of the medical profession 
some “‘panel system” will be forced upon American sickness 
insurance. In that case the interests of the insured will have to be 
protected by definite requirements which will limit the number of 
permissible clients for each physician, and which will establish 
a rigid system of control with right to suspend from the panel.' 

Organization of drug supply.—In the organization of the dis- 
tribution of medical and surgical supplies and other apparatus, 


t The method and amount of remuneration of the physicians is one of the most 
difficult problems in organization of medical aid. It is impossible to go into this 
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parallel problems may arise, but they appear to be very much less 
complicated. With the exception of drugs to be specially com- 
pounded, we are dealing here with well-standardized articles of 
commerce which can readily be bought in the open markets. The 
problem is analogous to that of the consumers’ co-operative move- 
ment, whose very soul is wholesale purchasing and elimination of 
the middleman’s profits. There is a very potent argument, there- 
fore, for direct distribution of such supplies, at least by the larger 
sickness-insurance funds. The compounding of prescriptions, 
however, has become a recognized profession and as such it succeeds 
in wielding a definite social influence. From this there has resulted 
a curious pressure for freedom of choice of druggists, as if drugs, 
like medical advice, depended for their efficacy upon personal 
confidence of the consumer. 

The one serious difficulty about direct assumption of the drug 
and supply business by the sickness-insurance carrier is the local 
character of the druggist’s trade and the necessity for emergency 
service, which in large cities may make central distributing stations 
somewhat inconvenient. In Germany the peculiar laws in regard 


problem at great detail here. Medical Benefit in Germany and Denmark, by I. G. 
Gibbon, contains a very careful discussion of this problem. 

A great many different plans are operative in Europe. The simplest method is 
that of exclusive employment at a stipulated annual salary. At the other extreme 
is a scale of definite fees for visits, operations, and all other forms of medical service. 
The British plan represents a sort of crude insurance contract between physician and 
insured, since the former agrees to furnish all medical aid throughout an entire year 
for a small consideration. It would seem to be very much wiser if this function of 
insurance were lodged in a fund rather than in an individual physician whose remun- 
eration, unless on a salary basis, were better adjusted in some proportion to the service 
rendered. Yet since the measure of the necessary service remains largely with the 
physician, a fee schedule, no matter how moderate, offers a constant temptation to 
excessive visits and bills. To counteract this tendency different schemes have been 
tried out in different funds. In Leipzig, e.g., a definite per capita charge is assigned 
to the entire body of physicians in a panel, to be distributed among them in proportion 
to the work done, which creates among the physicians themselves a controlling force 
to prevent anyone from claiming an excessive share. The whole problem may be said 
to be still in the experimental stage, and there is no necessity to embody iron-clad 
Tules into the law, or to make them uniform for the entire state. So long as the central 
authority is given sufficient power to control the situation, time may be depended 
upon to bring out the best methods adopted to any community. The aim to be 
emphasized in the law is the quality of the service, rather than the details of remuner- 
ation. 
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to the licensing of druggists and drug-stores have strengthened 
their position to such an extent that the new act of 1911 practically 
guarantees them their vested interests in the business, with freedom 
of choice, and the funds may make contracts only for the limi- 
tation of charges. In Great Britain the consideration for the eco- 
nomic interests of the pharmaceutical profession went even farther, 
so that druggists’ panels were established by the insurance com- 
missioners practically on their own initiative. The complicated 
English arrangements may be justified by the fact that the societies 
are not organized in territorial limits, and their territories overlap, 
but where geographically limited funds prevail, the methods of 
drug distribution can be materially simplified. The sickness- 
insurance act may well require all large funds, with over a certain 
membership, to establish a direct supply of all therapeutic and 
surgical materials, with the exception of emergency prescriptions. 
It must, at least, not contain any provision which will prevent the 
development of such co-operative initiative. Through such eco- 
nomical administration, all arguments against the supply of rare 
and expensive drugs or apparatus may be answered. 

Administration of institutional treatment.—So far as _insti- 
tutional treatment is concerned, definite rules in the law would 
appear premature. Undoubtedly the goal to strive for is the 
upbuilding of special hospitals, sanatoria, and similar institutions 
by the sickness funds. All this, however, will require accumulation 
of both the necessary funds and experience. Contractual agree- 
ments—also under the control of the insurance commission—will 
be the predominating method in the beginning. The appearance 
of a large body of paying hospital patients will stimulate the 
development of both private and public institutions. A sufficient 
period of time for the necessary transitional stage must be allowed, 
but eventually a certain number of beds in proportion to the num- 
ber of insured must be demanded by the law. In combination 
with private benevolence and public health service the growth of 
hospital facilities must be developed until institutional treatment 
for all cases requiring it will become a matter of course. 

There remains one very large problem in connection with the 
granting of medical aid, the discussion of which was intention- 
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ally withheld until some light should have been thrown upon the 
methods of organization and administration. The question is: 
Shall medical treatment be extended to the immediate dependents 
of the insured? At first, such an extension may be considered as 
altogether unwarranted. Sickness insurance deals with the dis- 
abled wage-earner. The entire philosophy of social insurance is 
based upon the causal connection between employment and dis- 
ability on one hand, and between disability and unemployment 
on the other. The inclusion of insurance of others, even though 
they be members of the family, will be classed as a gratuitous appli- 
cation of socialist policy, and as such will call forth serious objec- 
tions. Already this tendency has been disclosed in many private 
conferences concerning standards of sickness insurance. 

Nevertheless, a strong inclination to include dependents is 
observable in all compulsory sickness-insurance systems. The 
German insurance code grants this among the many permissible 
extensions of the sphere of activity of the sickness funds, and the 
majority of the larger funds have done so, as, for example, in Leip- 
zig, Dresden, Frankfort, Bremen, Hannover, Diisseldorf, Strass- 
burg, Cologne, Essen, Mainz, Kiel, etc. Less common is a similar 
extension of the drugs and supplies benefit, but that, too, is found 
in many cities such as Leipzig, Dresden, Hannover, Mainz, and 
Kiel, while in Cologne, Essen, and some other cities half of their 
cost is met by the fund. In Denmark, though the system is 
optional, medical and hospital treatment to dependent children 
under fifteen years of age is one of the required benefits of the 
recognized societies. In the British act ‘‘medical treatment and 
attendance for any person dependent upon the labor of a member” 
is the first of the additional benefits, which may be instituted by 
any approved society which shows a disposable surplus after val- 
uation. As yet this British provision is only a dead letter. The 
entire legislation as to additional benefits in the British act is 
highly unsatisfactory because it is made dependable upon a sur- 
plus from an iron-clad rate of contributions, so that no stimulus 
is offered to the insured to extend the system. 

The demands of life evidently appear stronger than any theo- 
retical constructions. A purely formal connection between the 
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insurance of the wage-worker and that of the members of his family 
may be lacking, but the social advantages of utilizing the estab- 
lished medical organization for the benefit of the entire working 
population are so great that any logical inconsistency may be calmly 
disregarded. The drawbacks of the present disorganized system 
of providing the poorer classes with medical aid are so palpable 
that it would be criminal to leave it undisturbed in the case of the 
wife and children of the breadwinner, in face of a system estab- 
lished presumably for his benefit. The entire purpose of this 
system is to eliminate any economic obstacle to the work of preser- 
vation of life and health, and surely the life and health of the wives 
and of the coming generation are of social value at least equal to 
the life and health of the laborers. With from 250,000 to 300,000 
children dying annually in this country under the age of one, 
another 100,000 before five, and perhaps some g0,000 in ages 
from five to nineteen, the tremendous value of any improvement in 
preventive as well as curative medicine can hardly be exaggerated. 
That the working-man’s family needs such aid no less than he 
it seems unnecessary to argue. And while the families of the 
insured may not need it more than the rest of the population, the 
fact that a comprehensive system must be organized for the head 
of the family is a sufficient social argument for extending the 
benefits to such persons at least as naturally and easily fall into 
the same group. 

Perhaps the most obstinate objection to such extension may 
come from the medical profession, because this measure would 
represent a further, and for most of them a final, encroachment 
upon the domain of private practice. The state will have to face 
this issue squarely and to decide whether the conditions of practice 
of medicine should be adjusted to the needs of the people’s health 
or whether these should yield to considerations of the economic 
interests of the medical trade. 

Money benefits—The conditions of the money benefit next 
require our attention. 

Time limits: At the beginning of illness the question of the 
waiting period requires a definite decision. With the natural 
tendency to draw upon compensation experience in shaping sickness- 
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insurance standards, the question may become more acute than 
it ever did in Europe. To prevent administrative difficulties 
out of proportion to the economic loss of very brief periods of ill- 
ness, and also to prevent a certain form of malingering, due to 
occasional debauch, a brief waiting period is advisable, during 
which money benefits (but not medical aid) may be denied. In 
Germany the law establishes a 3 days’ period, though the local funds 
may shorten or remove it altogether. The period is also placed at 
3 days in Great Britain, while in Denmark the voluntary funds 
are permitted (but not required) to have a waiting period up to 7 
days. Unfortunately, in American compensation acts a longer 
waiting period (7 days in a few acts and 14 days in most) has 
become the rule. A similar tendency in sickness-insurance acts 
is certain to appear. It should be energetically contested. 

The majority of cases of illness would fall within so long a 
period, and denial of benefits for all such cases would go far to dis- 
credit the entire system in the eyes of the workers.‘ Moreover, 
there is this distinction between accidents and sickness, that 
repeated injuries to the same individual are exceptional while 
repeated attacks of short periods of illness are not at all rare. 
Numerous recent wage investigations have established beyond any 
doubt that the omission of even one pay envelope may be a serious 
matter to thousands of workers, and an interval of 3 weeks between 
one pay day and another may often spell ruin to a family or call for 
charitable assistance. The watch word of social insurance should 
be “not a week without a pay envelope.” A 3 days’ waiting 
period is all that the entire experience of sickness insurance justifies. 

Under a voluntary system the requirement of a certain period 
of insurance before the right to benefits is acquired may be advis- 
able as a method of protecting the funds against unfavorable 
selection of risks. In Denmark, the determination of such a time 
limit is left to the various funds. Under a compulsory system 
such a waiting time is neither actuarially necessary nor socially 
just, since membership necessarily follows upon employment, and 
the average degree of health of persons actually employed cannot 


* According to the experience of the Leipzig sick fund in 1912, 47.4 per cent of 
all cases lasted less than 2 weeks, after excluding cases under 3 days. 
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be influenced by any one individual’s act. Nevertheless, the 
British act provides that no sickness benefits can be paid until the 
expiration of 26 weeks of paid-up insurance. It will be remem- 
bered that the actual payments of benefits did not begin until 6 
months after the collection of contributions began, and in this way 
a substantial working capital was accumulated. As a temporary, 
fiscal measure, this may have been justified, though some doubt 
may be entertained whether the advantages derived proved a 
sufficient compensation for the amount of popular irritation 
created. The preservation of the same rule seems much less 
justified. However, since membership is compulsory and only 
one waiting period during the entire life of the insured is required, 
the regulation will affect only very young persons, and the amount 
of distress caused by this provision is probably small. 

Finally, the German law specially prohibits any provision for 
a waiting period of this character, though in case of voluntary 
members a period not to exceed 6 weeks is permitted. Here again 
the German precedent is the one that should be followed. 

How long should sick benefits be payable? The somewhat 
artificial but necessary line of demarkation between sickness and 
invalidity insurance has already been indicated. Just at what 
point the line is to be drawn must be decided upon somewhat 
arbitrarily. In Denmark, recognized funds are required to grant 
sick benefits for at least 13 weeks within one year. No maximum 
is prescribed by the law. In actual practice, some 60 per cent 
have retained the required minimum, about 25 per cent have 
increased it to various periods under 26 weeks, and the remaining 
I5 per cent have made it just 26 weeks. Practically no funds 
(with one or two exceptions) have gone beyond this limit. 

In Germany, the original minimum period was 13 weeks, but 
was raised by the act of 1903 to 26 weeks. The local funds have 
the right to increase this period to 52 weeks, and may, in addition, 
provide for treatment of convalescents for another year. The 
German experience indicates that with a healthy democratic 
organization of sickness funds, voluntary extension of the minimum 
limit is not at all rare, but nevertheless the legal requirement 
determines the predominating type. In 1885, 80 per cent of the 
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funds kept to the minimum limit, and by 1903 about 75 per cent, 
several thousand funds increasing the time to longer periods up to 
26 weeks. Since the raising of the legal requirement, less than 
1,000 funds pay for from 26 to 52 weeks, these being largely 
establishment funds. 

In Great Britain the line of demarkation between “sickness” 
and “disablement” (invalidity) benefits is drawn at the conclusion 
of 26 weeks. 

There is no mysterious significance attached to the half-year 
period. But the only logical basis for determining the proper 
limit is the separation of cases of illness from those of chronic 
invalidity. A 13 weeks’ period, according to available data, would 
leave some 3} per cent of the cases without aid perhaps at the time 
when such aid is most important. The number of cases extending 
beyond 26 weeks is only 6 per 1,000, and includes little besides 
cases of chronic invalidity. 

On the other hand, the extension of time from 13 to 26 weeks 
can be granted at a comparatively slight cost. An analysis of 
statistics of the Leipzig fund (perhaps the best available and cover- 
ing almost 90,000 cases of illness per annum) seems to indicate 
that the additional number of sick days which become compen- 
satable because of an extension from 13 to 26 weeks constitutes 
only a little over 5 per cent of the total. Protracted illness may 
require a higher expenditure for expert medical aid, hospitals, 
convalescent homes, etc. In any case the additional loading must 
represent very much less than 10 per cent. 

Amount of benefits: Until the advent of the British national 
health-insurance system, benefits computed in proportion to wages 
were practically the uniform practice of compulsory systems. 
The British act was the first to introduce a uniform scale of 
benefits for all. The practice of voluntary sickness-insurance 
organizations tends more toward uniform scales. It does not 
help much to point out that in the British system the con- 
tributions are uniform and therefore the benefits are uniform. 
That the same principle should govern both contributions and 
benefits must be conceded at once. But which principle should 
it be? 
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A uniform scale has certain advantages of simplicity, but very 
few other advantages. The wage-workers do not all live according 
to the same standard, and presumably there is some proportion 
between earnings and needs. It is true that in case of working- 
men of very low earning power a benefit based upon a fraction of 
wages may be too small even for the essential demands, but pro- 
visions for a minimum to meet this situation have already become 
familiar to American legislatures. On the other hand, a flat uniform 
scale of benefits would either be too high for large groups of 
wage-workers and offer an inducement to malingery, or too low 
to be a measure of substantial relief to the better-paid workers. 
Especially are the arguments against one uniform scale strong in 
the United States. The extent of wage variations is probably very 
much greater in this country than in Europe, where fairly uniform 
conditions prevail. Within one state and even one city, common 
wage variations may be between $4.00 and $40.00 a week. Under 
such circumstances the problem of establishing one uniform and 
fair scale of benefit is a difficult one. 

Judging from the experience of our compensation legislation, 
the actual scale of benefits may prove the gravest point of conten- 
tion when legislative work seriously begins. Comparisons of what 
is being done in Europe may be offset by a natural tendency to 
follow standards already established in regard to accident com- 
pensation, since essentially the problems are identical so far as the 
needs of the family are concerned. 

In European voluntary systems the benefits, as a rule, are en- 
tirely too low. An insurance system requires a careful balancing 
of income and outgo, of financial resources, and benefits payable. 
When required to carry the entire burden or when, as in Denmark, 
receiving only a small subsidy, the insured workman is unable to 
provide the cost of liberal benefits. In Denmark the actual amount 
is left to the discretion of the fund, with a minimum limit of 40 
dre (11 cents) per day, and a maximum of two-thirds of the wages. 
As a matter of fact over 70 per cent were granting only 40-60 Gre 
(11-16 cents) and only 12 per cent 1 krone (26.8 cents) or a little 
over. This sufficiently measures the limited efficiency of volun- 
tary systems. The British scale is pretty well known (10s. for 
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men and 7s. 6d. for women, per week, with somewhat reduced 
rates for certain groups). In view of the actuarial rigidity of the 
British law, there are various other reductions to be made in all 
sorts of conditions which may influence the actuarial solvency of 
the funds, for, since the scale of contributions is rigid, adjustment, 
according to the law, must eventually be made through reduction 
in the benefit scale. Even if the actuarial basis of the system prove 
accurate on the average, it is inevitable that shortages will be dis- 
covered, and benefits reduced in many societies. This aspect of 
the situation will require a separate discussion in due place. 

Where benefits are adjusted in proportion to wages, the usual 
amount is one-half of the wages, as in Germany, though not the 
actual wage of the sick, but an average or basic wage group is 
meant. Different basic wages for groups of insured of the same 
fund may be provided but the basic wage must not exceed 5 marks 
($1.19) per diem. The maximum normal sick benefit therefore 
is 60 cents per diem, or $3.60 a week. 

There is a curious tradition that in matters of social legislation 
we need not go above the minimum which European experience 
indicates. It is well known what pernicious influence the highly 
unsatisfactory British compensation act has exercised upon Ameri- 
can legislation. The minimum German scale of 50 per cent should 
not, however, be accepted as the final word of Europe. Both 
Austria and Norway have made it 60 per cent, and in Germany 
permission is given by the law to increase the benefit up to 75 per 
cent. Some to per cent of the German funds, representing a very 
much larger proportion of the membership, have increased it to 
66% per cent, and perhaps some 2 per cent even to a larger amount 
up to the legally permissible limit. There is, therefore, a strong 
feeling that 50 per cent is insufficient, and that the rate of sick 
benefits should be raised to the level of accident compensation. 
In the brief experience of American compensation enough evidence 
has already accumulated to prove that 50 per cent is insufficient 
to prevent poverty and an appeal to charitable relief, and that the 
normal scale should be placed at two-thirds as for industrial 
injuries, with a sufficiently high minimum and a reasonable 
maximum. 
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Maternity benefits—Maternity insurance has recently been 
rapidly acquiring the dignity of an independent branch of social 
insurance. The Italian method of handling its problem through 
an independent system and institution has already been described 
in American literature. However, Italy has as yet no general com- 
pulsory sickness-insurance system. In other countries, maternity 
benefits are granted, if at all, in connection with sickness insurance. 
The relationship is quite obvious. The question whether child- 
bearing, being a physiological process, should be properly classified 
with a sickness is a somewhat academic one. It requires medical 
aid. It produces temporary disability. That is sufficient to put 
it into the category of emergencies that a sickness-insurance 
system should deal with. 

The function of maternity insurance may be analyzed under 
the following four headings, corresponding to the four causes of 
economic loss, connected with childbirth: (a) extraordinary ex- 
penditures for medical aid and supplies connected with childbirth; 
(b) the period of enforced idleness and the consequent loss of 
wages; (c) the necessary period of rest before childbirth, to pre- 
serve the health of the mother; and (d) the equally necessary period 
of rest after childbirth, for the purpose of both strengthening the 
mother and improving the chances of the child. 

It appears, then, that maternity benefits have several distinct 
features, because the prophylactic factor is of greater importance 
and because the interests of the future generation are also directly 
concerned. Again there are three distinct aspects of the problem: 
(1) that of the married woman worker who combines the duty of a 
wage-earner with those of a housewife, or at least a wife, and is in 
most cases only partially dependent upon her earnings; (2) that 
of the unmarried wage-earning mother; (3) that of the wage- 
earner’s wife who is ‘‘not gainfully employed” in the sense of not 
bringing any money revenue into the family treasury. 

The distinction between the first and second aspects is largely 
a moral one, that between the first two and the third primarily an 
economic one. The moral problem involved should be easily dis- 
posed of. Motherhood out of wedlock is not as frequent here as 
it is in Europe, but so long as it exists the economic consequences 
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must be provided for. Social insurance has no official point of 
view on matters of sexual morality. From any point of view, the 
unmarried mother’s health and her child’s life must be taken care 
of. The economic need in her case is greatest. The only fair way 
of handling this problem is by entirely omitting in the act any 
reference to distinctions between legitimate and illegitimate births. 

As between the employed, self-supporting woman and the 
dependent wife of a wage-worker, there are material differences. 
In most cases of the latter type there are no serious economic losses 
because of enforced idleness, except possibly the cost of hiring 
some help during a short period, when neighborly help is lacking, 
and therefore only the need for medical aid and supplies is involved. 

There is a considerable variety in European practice. In fact, 
altogether fourteen systems of maternity insurance may at present 
be recognized, and ten of them are in connection with compulsory 
sickness-insurance systems (Germany, Austria, Hungary, Great 
Britain, Russia, Norway, Bosnia-Herzegovina, Servia, Roumania, 
Luxemburg). Italy has an independent system of compulsory 
maternity insurance, in Switzerland maternity insurance is a 
feature of the comprehensive but voluntary sickness-insurance 
system, and finally France and Australia have recently taken a 
new step in “social insurance” by providing non-contributing 
state pensions to lying-in women. 

So far as our three selected types of legislation are concerned, 
very little has been accomplished in the voluntary system of Den- 
mark. Lying-in benefits are not required by law, and as a rule 
are not given by the recognized societies beyond the medical aid 
necessary in cases of unusual complications. Attendance by 
physicians at childbirth is not common in European countries. 
A few societies provide insured women with the service of a 
midwife. 

In Germany a substantial lying-in benefit, amounting to a 
sickness benefit for 8 weeks, is required by law for all insured 
women, no distinction being made between married and unmarried 
mothers. With the consent of the lying-in woman, medical 
attendance, services of midwife, or nurse, or hospital care, may be 
substituted for the entire maternity benefit, or parts of it. Special 
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pregnancy benefits, in case of incapacity up to 6 weeks, are among 
the optional benefits allowed by the sick fund, as also the extension 
of benefits to the wives of insured persons. 

The maternity benefits of the British law have occasionally 
been referred to as the most liberal in Europe, but that is hardly 
correct. The basic maternity benefit is a flat amount of 30 shillings 
but this is payable both to the insured women and to the wives of 
insured men. However, in Hungary, Servia, Roumania, and 
Norway as well, maternity benefits to wives of insured persons are 
compulsory. In addition to the 30 shillings, insured women are 
entitled also to the regular sickness benefit during confinement. 
The 30-shilling provision is entirely free from any moral strings; 
all wives (or widows in case of posthumous children) of insured per- 
sons, and all insured women are entitled to it. Curiously enough, 
however, the additional sickness benefit just referred to is payable 
only if the “insured woman” is married. Some discrimination 
against the unmarried mother was after all dragged in to satisfy 
Anglo-Saxon moral standards. 

Neither Germany nor Great Britain thus furnishes, at least 
in their laws (German practice being on the whole very much 
better than the minimum requirements of the law), the best that 
Europe can show in the development of this movement. Neither 
in Great Britain nor in Germany is proper medical, or rather 
obstetrical, aid required. Indeed, the British act specifically states 
that ‘medical benefit shall not include any right to medical treat- 
ment or attendance in respect of a confinement.” 

As a matter of fact, that is probably the main purpose to which 
the money benefit is applied. But is not this purpose sufficiently 
important to be achieved directly ? Under the present system two 
results are often observed in England: the physician’s fees have 
increased, and instead of a guinea, all the 30 shillings is charged 
frequently; or the woman in her ignorance may be tempted to save 
on medical aid, or on foods necessary to her, for the purpose of 
utilizing the ready cash for other purposes. Neither of the two 
results is socially desirable. Proper attendance at childbirth is 
a matter of primary importance to preserve the life and health of 
both mother and child. So long as the very existence of a sickness- 
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insurance system presupposes some efficient and economic organ- 
ization of medical aid, why, in this branch of medical service, shall 
all the faults of private bargaining be left undisturbed? A mater- 
nity benefit should not accrue mainly to the benefit of the medical 
profession. Nothing can be so readily estimated as the approxi- 
mate number of births, and nothing can, therefore, be so easily 
provided for in advance. In Austria, in Hungary, in Russia, in fact 
in almost all the compulsory systems enumerated above, such 
medical aid is required. It should not be forgotten that annually 
in the United States some 10,000 women lose their lives from 
childbirth, and that the number of those whose health is im- 
paired because of unskilled aid is very much larger. 

It seems scarcely necessary to argue that medical aid is needed 
for the wage-worker’s wife, as well as for the woman who is a wage- 
worker herself. The problems which arise in England, as to 
whether the 30 shillings should be paid to the insured husband or 
his child-bearing wife, whether in a case of a dissipated husband 
the proper use will always be made of the 30 shillings, etc., could 
be easily avoided, if 30 shillings worth of efficient medical service 
and necessary supplies were furnished instead of money. For the 
woman who is self-supporting, the additional money benefit, no 
matter how designated, is equally necessary. ‘‘The twilight sleep” 
is still in its experimental stages, and even for the thoroughly 
healthy woman, child-bearing means enforced incapacity to earn 
a living for some weeks at least. 

As to how long this benefit should be paid, laws again differ. 
The Italian law of 1911 establishing compulsory maternity benefit 
resulted from a labor law prohibiting employment of women within 
four weeks after childbirth. Of 12 countries granting maternity 
benefits, the required period is 4 weeks in six, 6 weeks in five, 8 
weeks in two (Germany and France). Somewhere between 4 and 
8 weeks must, therefore, be the minimum period of enforced rest 
after childbirth. 

Under normal conditions, 6 or even 4 weeks after birth should 
be sufficient as far as the mother’s health is concerned. But while 
a good many prospective mothers may retain their perfect health 
until the last day before birth, as a rule their earning capacity 
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stops some time earlier, nor is strenuous effort during the last few 
weeks quite safe to either the mother or the child. The German 
law permits at least 2 weeks’ benefit before childbirth, the Russian 
act 2, and the French 4 weeks. These periods are included in the 
total period indicated above, but in several countries the law per- 
mits optional extension of benefits to pregnant women for longer 
periods. 

Finally, the interest of the child would require an extension of 
time after the necessary period of recuperation for the mother. 
During this period breast feeding may be kept up, and some care 
given at the time when it is most important. In Germany, such 
extension up to 6 weeks is permitted. Altogether the liberal and 
prosperous fund may grant aid for 14 weeks to the wage-working 
mother. 

To underscore the importance of these measures for purposes of 
health conservation, some figures of our mortality statistics may 
again be quoted. Some 60,000 children in the United States die 
annually from diseases of early infancy, half from premature birth, 
and half from “congenital debility” which in many cases could 
be overcome by proper care. Some 18,000 per annum in addition 
die from inanition, debility, and marasmus, practically all pre- 
ventable conditions. And while it would be idle to claim that in 
all or in the majority of the cases the lack of mother’s care is the 
cause, yet recent investigations by the United States Children’s 
Bureau leave no doubt as to the importance of its lack as a con- 
tributing cause. Of course the data prove that undiscriminating 
distribution of benefits alone will not solve the question of infant 
mortality, as the Webbs have so significantly pointed out. For 
this reason assistance in kind, by medical aid, by visiting nursing, 
etc., is of even greater importance. But it is statistically estab- 
lished that three months of breast feeding have a decided preventive 
effect upon the extent of child mortality. 

The practical conclusion, therefore, is: that maternity insurance 
should be made an essential part of sickness insurance, and that it 
should include: (a) sufficient medical aid, (6) at least a 2 weeks’ 
period of rest before childbirth, (c) from 4 to 6 weeks’ benefit after 
childbirth for the sake of the mother, (d) an equal period for the 
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sake of the child, (e) optional extension of these benefits by sickness- 
insurance funds which possess the necessary means." 

Funeral benefits——There is no necessary logical connection 
between sickness insurance and funeral benefits, but the historical 
connection is very close. Compulsory insurance grew out of 
voluntary insurance, as practiced by mutual-aid societies, and 
help in funerals, both in kind and in money, was the earliest form 
of mutual aid. In many mutual-aid societies funeral benefits are 
given, but special funeral-aid societies are quite common in most 
European countries and in the United States. 

This is true of Denmark, where sick-benefit societies do not 
grant funeral benefits. These are usually provided by formally 
independent burial clubs, but these are connected with, and under 
the same management as, sick-benefit societies. The separation is 
largely the result of the requirements of the law. The reason for 
such enforced separation is found in the possible actuarial dangers 
of an increasing death-rate among those voluntarily insured. 
Technically, funeral insurance approaches life insurance (since 
payments depend upon the contingency of death), and unless rates 
are scientifically built upon a mortality table, the difficulties of 


assessment in life insurance may arise. The state has established 
a reinsurance fund for these burial clubs, and the permitted amount 
of insurance is light—150 kronen (about $40.00) while as a matter 
of fact about 85 per cent of them grant funeral benefits of only 100 
kronen ($27.00) or less. The British health insurance makes no 
provision at all for funeral benefits, for the same reason that may 


t Lest this be considered a utopian program, it may be stated here that, not- 
withstanding all the financial pressure of the war, Germany by a decree of December 3, 
1914, has voted 2,000,000 marks a month for the purpose of providing for the wives 
of men at the front the following benefits at childbirth: (1) 25 marks to meet the 
cost of childbirth; (2) 1 mark per diem (including Sundays and holidays) for 8 weeks, 
of which at least 6 must be after childbirth; (3) 10 marks for additional nursing and 
medical aid, if necessary; (4) in case of a breast-feeding mother, 4 mark per diem for 
12 weeks, making a total benefit period of 20 weeks, and a total maximum cost of 133 
marks, or $31.65. 

In explanation of these measures the decree states that “the enormous sacrifice 
of human life which war demands make it the imperative duty of the state to take 
proper care for the preservation and strengthening of the coming generation at the 
very moment of entrance into this world.” 
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have a decisive influence in this country, i.e., the popularity of 
so-called industrial life insurance, which furnishes little besides 
funeral benefits but has succeeded in reaching practically the 
entire wage-working population, and the definite objections raised 
by the industrial life-insurance companies against the inclusion of 
funeral benefits." 

In Germany, on the other hand, funeral benefits on the death 
of insured persons are compulsory. The normal amount is small, 
20 times the basic daily wage, and thus limited to 100 marks as a 
maximum. Voluntarily, the funds may increase it to 40 times 
the daily wage (maximum 200 marks), or establish a minimum of 
50 marks ($12.00). In addition, funeral benefits at the death of 
members of families are optional. In case of the death of wife or 
husband, they must not exceed two-thirds, and in case of children, 
one-half, of the normal amount. Funeral benefits of an equally 
modest amount are also granted by all other compulsory sickness- 
insurance systems, except that of Great Britain. What shall the 
attitude toward funeral benefits be in drafting American sickness- 
insurance acts ? 

It may be admitted that there is no such urgency about this 
form of benefit as there undoubtedly is about the other main 
branches of activity outlined above. Perhaps 80 per cent of the 
wage-workers, and a goodly proportion of the members of their 
families, are already protected by this, the least important, form 
of working-men’s insurance. The preservation of a high standard 
of funerals, moreover, does not constitute the aim of social insur- 
ance. Besides, not to mince matters, the effort to introduce 
funeral benefits into a compulsory sickness-insurance system will 
undoubtedly create a very strong opposition from industrial life- 
insurance interests to the entire system proposed. It may be 
good politics, as it was in Great Britain, to yield without a fight— 
and keep these benefits out. But do these considerations entirely 
settle the matter? It would be out of place in this study to go 
into a detailed discussion of industrial life insurance as such.” 


* See New Statesman, March 13, 1915, Special Supplement, p. 30. 
2 The writer has already done so in his work on Social Insurance, chap. xxv, 
“Life Insurance for Workmen,” especially pp. 417-21. 
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But whether the high cost of life insurance to wage-workers can be 
reduced through a better system or not, it is evidently undesirable 
that a system which costs the American working-men some 
$200,000,000 per annum should result in no larger gain than an 
extravagant funeral. Even if industrial life insurance should 
remain as it is, anything that would prevent the established 
extravagance in funerals, and preserve the benefits of industrial 
life insurance for a purpose commensurate with its cost, would 
appear desirable. Extravagance at funerals among the poor has 
grown to be a serious economic problem, and as yet all efforts to 
overcome it have been unsuccessful. The assumption of this 
burden by the sickness-benefit fund would establish one fairly 
uniform standard, the acceptance of which would not mean loss 
of social caste, and finally, through democratic co-operative effort, 
it could cut down by probably more than half the altogether useless 
waste from overcharge and extortion of undertakers and cemetery- 
owners. 

Compensation acts in various states have already established 
a standard of $100.00 for funerals. If all the burials among the 


workers of a large city were handled by their own organization, 
and in their own cemetery, the cost could probably be reduced to 
$50.00. And insurance for a burial benefit of that amount, with 
an average death-rate from 16 to 20 per 1,000, should cost from 
80 cents to $1.00 per capita, per annum—about 2 cents a week. 


The four main branches of effective service which a sickness- 
insurance system should furnish—medical care, sick benefits, 
maternity benefits, funeral benefits—have been outlined in the 
pages above. Throughout the discussion, it is hoped, a spirit of 
moderation in demands has been preserved, but the main conditions 
stated which must be created in order to realize the objects of 
modern sickness insurance. Though the system is compulsory, 
it should not be understood to place any limits upon the spirit of 
mutual aid and co-operation to which the organization of local 
sickness-benefit funds should prove a valuable stimulus. As in 
Germany, so in this country, voluntary extension of benefits may 
be expected. Of course, all such extensions should take place 
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under proper control, so as not to result in financial embarrass- 
ment, nor in encouragement of malingering. But in the early 
drafts of the laws, which must deal with the difficulties of organ- 
ization, detailed provisions for such optional benefits are scarcely 
necessary. In fact, they may be even objectionable in that they 
would give (as do the additional benefits in the British National 
Health act) an appearance that some very desirable things are 
being accomplished, when as a matter of fact for some years to 
come all these additional benefits are destined to remain dead 
letters. With the comparative ease of legislation in this country, 
it may be sufficient to provide for the immediate future. 
I. M. RusBincw 
New York City 





THE TECHNIQUE OF MEDIAEVAL AND MODERN 
PRODUCE MARKETS 


I. FUNCTION AND NATURE OF ORGANIZED SPECULATION 


Mediaeval ordinances prohibited speculative transactions and 
were particularly severe against resale without displacement of 
the goods. It was supposed that gains made by conveying goods 
from one place to another were legitimate and that gains entirely 
attributable to changes in value were not. The function of the 
middleman was supposed to consist entirely in the movement of 
commodities from one place to another. According to the letter 
of the law, speculation was illegal, but the prohibitions could not 
be enforced and the arbitrage transactions between different 
places were not free from speculation as was supposed. Under the 
prevailing conditions of trade, changes in value in a period of time 
could not be separated from the differences in value in different 
markets. The purchase and sale in the distant markets were not 
simultaneous. Purchase in the low markets of a producing region 
preceded by a considerable period the eventual sale in the consum- 
ing center. The interval of time that must needs elapse introduced 
a definitely speculative element into a transaction that was officially 
tolerated because it was supposed to be free from the taint of specu- 
lative gain. There were some communities where life was so dis- 
tinctly self-centered that trade with distant markets was relatively 
unimportant, but such extreme localism was not characteristic 
of the late mediaeval period. For the most part, trading relations 
were elaborately developed. 

The changes in the technique of market organization in the 
eighteenth and nineteenth centuries have made it possible to dis- 
tinguish sharply between the truly speculative time transactions 
and the essentially non-speculative transactions between different 
places. The accomplishment of this result turns upon the full 
recognition of the essential interdependence of the markets that 
constitute a market system, and upon the development of contracts 

365 
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for future delivery. Grudgingly the community has come to recog- 
nize that speculation is inevitable and necessary, but speculative 
gains are still associated in the mind of many citizens with dis- 
honesty, gambling, and predatory activity. Because the sale of 
commodities without displacement seems to involve no effort, 
but merely chance, the profits are deemed to be tainted. The 
modern market system is thus misunderstood because of a firmly 
rooted prejudice, and the great improvement in the technique of 
trade almost unrecognized. 

Speculation is to be distinguished from gambling by the nature 
of the contingency. Gambling is concerned with pure contingency 
apart from any other consideration. The outcome of any uncertain 
event can become the basis of a wagering contract. The results 
of games, races, political contests, and the like are the character- 
istic field of the wager. Attention is concentrated wholly upon the 
occurrence or non-occurrence of the event. In an election bet, for 
instance, there is no implication that either party will be directly 
concerned in the outcome; so far as wagering is concerned they 
might as well bet upon the turn of dice. A speculative transaction 
involves an element of contingency. It assumes that something 
is going to happen of which no one knows precisely what the out- 
come will be, but the speculator is interested in the consequences 
of the event. To bet on the outcome of a horse race is in itself 
pure gambling. The same event may contribute an essential fact 
to a speculative transaction. Suppose a person has bought a 
relatively unknown horse thinking the animal seriously under- 
rated because of poor training and driving. The horse is taken in 
hand with a view to ultimate sale when its true powers have been 
reveaied. The value of the horse can be demonstrated only by a 
series of successful performances on the race track, so that the 
owner is taking a chance, as it were, upon the outcome of the races. 
It will be readily seen, however, that the place of these races in 
the owner’s interest is very different from the importance attached 
to the same events by persons who have given money to a book- 
maker on the same horse. To the owner the race is merely a way 
of proving to others the accuracy of opinions long held by him. 
It is part of a larger situation. His gain is to be derived from estab- 
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lishing a different opinion as to the value of the horse. The gambler 
is interested merely in winning or losing. To him the race is a bare 
fact without consequences. Speculation is thus an attempt to 
gain by anticipating changes in the values of commodities. Gam- 
bling is a seeking of gain and excitement from the occurrence or 
non-occurrence of any uncertain event. Speculation is concerned 
with the content and significance of events affecting the valuation 
of commodities, gambling with the bare fact that something has 
occurred. 

Mediaeval speculation is not to be distinguished from modern 
speculation by the antithesis between time differences and place 
differences. All speculation involves the element of time. But 
essential differences may arise in the mode of handling the goods 
during the time interval. In the Middle Ages, the speculator in 
produce was practically limited in his operations by the amount of 
his personal wealth. Today, goods held for speculation are largely 
carried on credit. In abstract terms, the difference may seem 
slight, but in reality it involves a complete transformation of the 
technique of trade, and the organization which today makes possible 
the extension of credit in this field also brought to an end the con- 
fusion between the speculative and non-speculative elements of 
dealing in produce. 

The necessity of speculating upon personal capital in the Middle 
Ages greatly restricted the scope of professional operations. All 
owners of property were obliged to speculate more or less, and the 
owners of large estates became involved in considerable ventures. 
It was illegal to purchase grain for speculative hoards, and there is 
reason to believe that the prohibitions were enforced in a measure. 
We may feel some assurance that large hoards were not formed by 
direct purchase in the markets, but the laws could not oblige an 
owner to sell except in times of extreme dearth, so that the owners 
and landed proprietors could legally store the rents in kind 
received from the estate. In regions which yielded a substantial 
surplus above ordinary local needs the hoards of the tithe barns and 
manor houses were considerable. These stores were the basis of 
much wholesale buying at all times, and were the main source 
of reliance in the years of dearth. Persons of small means were 
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obliged by necessity to sell their grain in the local market more or 
less promptly. Unless the small cultivator was peculiarly needy, 
his grain was sold off little by little according to the possibilities 
of using the straw for the cattle. The drying and curing of the 
grain was thus provided for automatically by leaving it unthreshed 
until it could be sold and consumed. This practice also insured 
a fairly steady supply for the local market throughout the season. 
Force of circumstances thus made the small cultivator the dominant 
resource of the market from week to week. In regions having a 
surplus those who could postpone sale for an indeterminate period 
found it to their advantage to do so, and they became by force of 
circumstances a class of unprofessional speculators who held grain 
for six, seven, or eight years at times. Grain in store was usually 
kept in hermetically sealed pits. There was considerable risk 
of deterioration, but such methods of storage are excelled only by 
the most elaborate elevator construction of modern times. The 
existence of these hoards was of moment to the professional trader. 
Where such supplies existed the merchant from the large town 
found it advantageous to deal directly with the wealthy proprie- 
tors. Purchases could thus be made in bulk and without regard to 
the market regulations that were so frequently designed to discour- 
age the wholesale trader. The professional trader was more likely 
to confine his speculation to the current season; the proprietor took 
the risks of loss through deterioration and of protracted waiting 
for a year of dearth. 

The nearest approach to an application of credit to produce 
speculation in the Middle Ages was the purchase of a standing crop. 
This was definitely prohibited, but it is certain that the ordinances 
were not enforced. This transaction was a sale of the crop sealed 
by the payment of a small sum of earnest money. A merchant 
was thus enabled to secure a considerable supply of grain at harvest 
without immediate outlay. 

Speculation in produce is primarily founded upon the exact 
determination of the relation between the visible and the total 
supply. In modern times, statistical information is available 
which confines individual opinion within fairly narrow limits. In 
the Middle Ages, the visible supply constituted a smaller portion 
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of the total supply, and the total supply was hardly more than a 
matter of pure conjecture. The margin of possible gain for the pro- 
fessional trader was thus considerably increased. The nature of 
speculative operations was also affected. The great maneuvers of 
the modern markets are founded upon superiority of knowledge 
of conditions affecting both demand and supply. General sources 
of information are so considerable that the trader’s gain is based 
upon acquisition of more precise details and upon skill in drawing 
deductions from his facts. The history of the famous Patten 
wheat deal and of the Bull deal in cotton are interesting illustrations 
of modern successes. In the late Middle Ages the ignorance of 
the total supply was so complete that the spectacular gains of the 
merchants were made by refraining from giving the public any 
enlightenment as to total supplies and studiously creating mis- 
apprehensions. Some of the most systematic maneuvers of this 
type occurred in the vicinity of Paris in the latter half of the seven- 
teenth century, just before the passing of the old order. A large 
portion of the grain supply of Paris came by water from the upper 
Marne and Seine. These merchants shipped their grain from the 
more distant sources of supply, and then, instead of allowing the 
boats to come through to Paris, they stopped them fifteen or twenty 
miles outside and unloaded there. Sometimes there was a pretense 
of holding the grain for conversion into flour; most frequently it 
was merely stored in secret. The arrivals at Paris could be con- 
siderably diminished. Rumors would then spread of relative 
dearth in the Seine and Marne valleys. Prices would rise. The 
supplies in the vicinity could then be sold at the advanced prices 
if the quantities released from store at any one time were not con- 
siderable. Such a falsification of the market was made possible 
by the almost complete ignorance of the amount of the hoardings 
held in store by the wealthy proprietors of the country districts. 
The absence of information was of course a natural outcome of the 
conditions which created such hoards. The possibility of carrying 
produce on credit has resulted in more immediate sale of the crop 
and the storage of the greater portion of the actual stock in ware- 
houses that are more or less public. The portion of the supply 
visible at any one time is much greater than in the past, and as 





370 JOURNAL OF POLITICAL ECONOMY 


nearly all the crop is sold in the course of the season accurate 
seasonal crop statistics become possible. This brings the total 
supply within the range of certain knowledge. 

The organization of the modern markets has extended the 
functions of the middleman. In the old days his only recognized 
function was the transportation of the commodity from place to 
place. Now, apart from the speculative function that we now 
recognize, there are also a number of non-speculative functions. 

The future contract makes it essential that some means be found 
of trading in the particular commodity as freely as would be possible 
if the entire supply were actually of uniform quality. The con- 
tractor can only agree to deliver certain quantities, and as the 
specific lot of goods to be delivered is not designated the quality 
must be described. Such future transactions imply that each 
portion of the supply is substantially as good as any. In fact, 
the most even-running commodities present differences of quality. 
Organized ‘speculation thus involves a grading system. Judg- 
ments of quality are standardized, rendered independent of the 
individual caprice of the parties trading, carefully defined and 
described so that the adjustments with reference to quality can 
be impartially and certainly made. 

Financing the storage of the commodity during sale is inevitably 
associated with speculation. The possible changes in value during 
storage make the transaction speculative in part at least, and the 
amount of capital value that must lie idle pending sale constitutes 
a specially serious problem in these days of concentrated trade. 
When general farming was the rule, sale of a portion of the crop 
was a necessary means of securing money to pay taxes and other 
special obligations. The means of subsistence were raised on the 
farm. Today, the farm is devoted to more highly specialized 
agriculture. In some places, the agricultural community is actually 
dependent on central markets for some means of subsistence and 
for most general articles of consumption. There is more need of 
ready money. Postponement of sale by the farmer is less feasible 
than in the past. He desires to sell his crop immediately after the 
harvest. Professional traders must thus provide means during 
the harvest period for purchasing the great staple crops almost 
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entire, and with their bankers they must carry the financial burden 
until the stocks can be sold. This function of the middlemen is 
essentially new because of changed conditions in the marketing 
of staples. The significance of this function has not been ade- 
quately appreciated. 

The modern methods of marketing the cereal crops create 
technical problems of conditioning. If the grain is cured before 
it is threshed there is little danger of trouble from overheating 
and deterioration. The older methods thus made it possible to 
dispense with much elaborate curing that is indispensable when the 
crop is marketed rapidly and massed in elevators. The value of 
all these products is profoundly affected by the care with which 
they are handled in the elevators, so that the middleman finds a 
new source of gain in the manipulation of the product during 
storage. 

Increased freedom to speculate has in fact narrowed the range 
of speculation. The activities of speculative traders are more 
evident, of course; much that was concealed is now given wide 
publicity, concentration has brought together in specific exchanges 
activities that were formerly spread at large through the storehouses 
of producing regions or receiving ports. The increased visibility 
of speculation disposes us to think of our age as characteristically 
speculative, and the change in law lends support to such a view. 
But such a generalization is superficial. The change in the tech- 
nique of trade cannot be described in such terms. It is an error to 
say that mediaeval trade was largely non-speculative and modern 
trade highly speculative. The speculative elements in mediaeval 
trade were not very frankly recognized, but they were present. 
The achievement of modern commercial organization lies in the 
separation of the speculative and non-speculative elements involved. 
During the Middle Ages all transactions involved speculation; 
today some transactions are purely speculative and others wholly 
devoid of speculation. Today a trader may choose to speculate 
or to avoid speculation and seek gain in a purely industrial or com- 
mercial operation. The organization of speculative trade has re- 
stricted the field of speculative gains and losses, actually reducing 
the proportionate importance of such transactions. 
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The organization of produce speculation has obscured in a 
measure the distinction between speculation and gambling. It 
is not so clearly evident today that the speculator actually owns 
produce, and this has presented a real problem. In the modern 
markets many transactions are settled by ring settlement or set-off. 
The business of the different traders on an exchange during the 
day is naturally settled in the simplest way. If A has bought 
wheat and later sold a similar amount there is really nothing to be 
done but pay the differences in cash. It is likewise possible to 
bring together a group of transactions which involve several parties 
who have dealt in similar lots. The whole series of purchases and 
sales can perhaps be liquidated by a single transfer of warehouse 
certificates for money, so that the parties eliminated do not actually 
go through the form of buying and selling produce. Critics of 
the exchanges have endeavored to discredit these operations by 
declaring that they are in fact mere wagers upon the rise and fall 
of prices. It cannot be denied that it is possible to make wagers 
upon the movement of prices. There may be some wagering in the 
exchanges, but it is certainly not characteristic. The operations on 
the floor of the exchange are wagers neither in form nor in intent. 
Transactions are based upon actual rights to acquire property or 
upon obligations to deliver property. The goods are represented 
only by documents of title that are symbols of property, but this 
does not make the transaction less real. The Supreme Court has 
upheld the exchange, and the doctrine of intent that is involved 
is one of the most fundamental legal principles.’ 


Il. TECHNIQUE OF MODERN MARKETING 


Organized speculation is based upon contracts for future delivery 
which make it possible to sell for specified prices goods which are 
to be delivered in the future. These contracts may assume a 
variety of forms. They may be divided in general into “to arrive”’ 
contracts and term contracts, and term contracts may be of two 
kinds, specific grade contracts or basic grade contracts. The sale 
of goods in transit with agreement to deliver at the stated price 


tL. A. Kinsey & Co. v. Board of Trade of Chicago, October, 1904, 198 U.S. 236. 
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immediately upon arrival is a form of contract that is naturally 
adapted to the conditions of trading in receiving ports or consuming 
markets. This mode of doing business grew up in connection with 
the maritime trade of London and Amsterdam. Cargoes were 
sold while still at sea, and time of arrival was naturally made the 
time of delivery. Such contracts are also applied to goods in 
transit by rail, though the shorter interval of time likely to elapse 
makes such a contract slightly less speculative than the marine 
contracts. These contracts are usually made upon the basis of 
samples sent in advance of the general cargo or upon the under- 
standing that the goods must be of fair average quality (the so- 
called f.a.q. basis). Disputes as to quality would in such cases be 
adjudicated by a committee of the trading association and deduc- 
tions from the price allowed if the stuff were below grade. Such 
contracts can therefore be used without any system of grading. 
The strict term contracts, however, require a formal and systematic 
grading. The precise nature of the grades established can vary 
within wide limits, but some system is presupposed by the character 
of the contract. The obligation of such a contract is not to deliver 
a specific lot, but merely to deliver, within specific time limits, a 
certain quantity of stuff so that there must be some definition of 
the quality of the goods to be delivered. Two modes of defining 
the qualities are open: the seller may be required to deliver a 
specific grade of goods at the price stated, with permission perhaps 
to deliver higher grades without compensation, or he may be allowed 
to deliver stuff of several grades at prices to be computed by addi- 
tions to the price of a basic grade if the goods are above the base 
chosen and by subtraction from the basic price if below the grade 
in terms of which the price is quoted. 

These varieties of form are the outcome of different trading 
conditions. The relative advantages of the term contract and the 
“to arrive’’ contract are related to the slightly different problems of 
marketing in producing and consuming centers. The producing 
market will have little occasion for the “to arrive” contract; the 
consuming market will find it possible to use both forms, though 
in many cases the “‘to arrive” contract seems to be better adapted 
to the needs of trade than the other form. For this reason, it 
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would be a serious error to regard the “‘to arrive” form as a rudi- 
mentary term contract, and in tracing origins and studying tend- 
encies it is essential to remember the complexity of the problem.? 
The two forms of term contracts are likewise an outcome of differ- 
ences in conditions. Some commodities can be handled most 
readily in a particular market upon a specific contract; others can 
be handled only upon a basic contract. When the number of 
grades is small and proportions fairly certain, the specific contract 
has become the characteristic form, as it is in the wheat pit of the 
Chicago Board of Trade. With a great multiplicity of grades and 
much uncertainty as to the proportion of each grade from year to 
year, as in the cotton trade, a basis contract is probably essential. 

In view of all these complexities of form it might seem that his- 
torical treatment of the growth of the modern system would be 
impracticable, but the course of development is not complicated. 
The Dutch in the seventeenth century used all forms of speculative 
contracts, and their speculation tended to degenerate into pure 
gambling entirely detached from actual buying and selling of goods. 
In England, in the eighteenth century, the ‘“‘to arrive’’ contract 
was elaborately developed and placed on a secure basis by reason 


of the development of the bill of lading into a negotiable symbol 
of property. In the East India trade at London and in the iron 
trade at Glasgow, the dock warrant was developed and at Glasgow 
became a purely general certificate of ownership of a particular 
quantity of a specified grade of goods. This development of ne- 
gotiable symbols of property was a fundamental step as it afforded 
the possibility of using the various future contracts without the 


t Emery, Speculation on the Stock and Produce Exchanges of the United States. In 
a general description of the rise of speculation (pp. 32-38), Mr. Emery says of these 
“‘to arrive” contracts (p. 35), ‘‘Their old importance as insurance against fluctuating 
prices has disappeared with the advent of the improved methods of the speculative 
market.”’ Inasmuch as the speculative grain trade of London is still almost entirely 
based on such contracts and as similar contracts are common in German trade, it 
would seem that Mr. Emery is inclined to generalize from American conditions. There 
is a real danger in forgetting that such a subject cannot be adequately treated within 
the limits of the history of any single country. Diversities of form attributable to 
differences in essential conditions are one of the serious problems in the description 
of modern methods of speculative organization. It is as yet too soon to announce the 
undoubted superiority of any particular form of doing speculative business. 
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dangers that had been fully revealed by Dutch experience. Finally, 
in the grain trade of western United States, the term contract 
was developed into an elaborately developed instrument that seems 
to represent the final form. 

In the Middle Ages the law of the market insisted upon the . 
physical presence of the goods to be bought and sold. The market 
could deal only in such supplies as were physically visible. The 
inconvenience and dangers of such limitations became serious with 
the rise of wholesale marketing. The essential interdependence 
of producing and consuming markets could not be recognized 
adequately until each market was made competent to trade in 
terms of the whole supply to be found in the entire group of related 
markets. The stability of the large markets was greatly increased 
by making it possible to buy and sell not merely the goods physi- 
cally present, but goods in transit and goods actually in the hands 
of traders on another market. The significance of this interde- 
pendence of markets has become doubly clear since the great im- 
provements in communication have made it possible for dealers 
to engage in operations simultaneously in widely separated markets. 
The full development of this system of trading has been confined 
to the period subsequent to the opening of the Atlantic cable, 
but the origin of the system reaches farther back into the past. 
This modern system of trading rests upon two types of instrument: 
the future contracts already described, and symbols of property, 
such as bills of lading, dock warrants, and warehouse certificates. 
The early forms of future trading have been discussed already 
and the necessity of other instruments can be clearly perceived 
in the tendency of Dutch speculation to degenerate into gambling 
on differences. 

The new legal doctrines which were to complete the technical 
foundation of the modern speculative system appear first in the 
law merchant and the English decisions associated with it. Neither 
the bill of lading nor the dock warrant was itself new, but both 
instruments acquired new legal attributes in the course of the 
eighteenth century. Originally mere receipts of goods and con- 
tracts for carriage or storage, they became negotiable instruments 
whose delivery when properly indorsed constituted delivery of title. 
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The formative periods in the legal history of the bill of lading 
in England are the sixteenth and eighteenth centuries. The bill 
became common and acquired its general form in the course of the 
sixteenth century; the legal doctrine of negotiability was not fully 
developed until the latter part of the eighteenth century. From 
these general facts one is tempted to lay down the general proposi- 
tion that the bill as a receipt for goods and contract of affreight- 
ment became definitely settled in the early period, but did not 
become a symbol of title negotiable by indorsement until the 
eighteenth century. This conception of the development of the 
bill should probably be qualified, as the sale of floating cargoes and 
transfer of title by indorsement of bills certainly occurred in fact 
long before it was solidly established in legal doctrine. A number 
of bills of lading are published in the Select Pleas in the Court of 
Admiralty. The form of the instrument is evidently unsettled 
in a number of respects, and a real development is evident. The 
documents suggest in every respect the origin of the instrument 
and seem to be merely receipts for goods and contracts of affreight- 
ment,? but this narrower view of the bill is invalidated by the 
editor’s heading with reference to the bill of November 7, 1539. 
The bill was drawn for a consignment of iron from Bilbao to 
London. The iron was sold while afloat, the bill of lading was 
indorsed to the buyer, and the goods were delivered to him. A 
decision of Savary, the noted French authority on commercial 
law in the late seventeenth century, would also suggest that actual 
use of bills of lading was not limited by acknowledged doctrine. 
Savary says: “It is asked if a bill of lading should be deemed 
valid if it merely states what merchandise has been received by the 
master of the vessel without mention of the consignee. It is abso- 
lutely essential that the bill contain the name of the consignee, 


t Selden Society Publications, Vols. VI and XI. For the Mediterranean history 
of the bill of lading see Goldschmidt, Universalgeschichte des Handelsrechts, 1, Part I, 
pp. 341-42. In general: W. P. Bennet, The History and Present Position of the Bill 
of Lading, Cambridge, 1914. 

2 Select Pleas in the Court of Admiralty, I, 61, 89, 93; II, 59, 61, 63; bills dated, 
respectively, October 22, 1538; November 7, 1539; June 29, 1541; November 28, 
1549; May 6, 1554; February 19, 1557; December 15, 1570. 


3 Ibid., I, 88-89. 
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otherwise it is a fraud.”* With the rise of speculative trade it was 
the practice to draw bills in blank with the intention of filling in 
the name of the consignee when the goods had been sold, thus it 
becomes interesting to speculate as to the inferences that may be 
properly drawn from Savary’s statement and from the passage in 
the Marine Code of 1681 to which he refers. It is difficult to avoid 
the conclusion that merchants made frequent use of bills of lading 
in ways that were not recognized by the courts, so that one must 
avoid the narrow view of the matter. However, there are plenty 
of reasons for supposing that such deliveries by indorsement must 
have been rare. The practice of indorsement of bills of exchange 
was only just beginning in the north of Europe in this period and 
was not generally adopted until the middle of the seventeenth 
century. Furthermore, the fact that the full recognition of the 
negotiability of the bill of lading was postponed till the eighteenth 
century is presumptive evidence that the practice was not wide- 
spread. Had there been many cases the problems would have 
come to the notice of the courts earlier. The number of significant 
cases between 1750 and 1790 is eloquent evidence of the close 
relation of case law to the needs of the community. 

The modern law takes form in the eighteenth century. The 
more important cases are: Fearon v. Bowers, March 28, 1753; 
Wright, assignee of Scott, v. Campbell, 1767; Caldwell et al. v. Ball, 
May 17, 1786; Lickbarrow v. Mason, 1787; and a second trial in 
1794. The principle of negotiability is definitely stated in the 
earliest of these cases. Justice Lee said in summing up, “To be 
sure, nakedly considered, a bill of lading transfers property and 
a right to assign that property by endorsement.’? The legal 
problems centered in no small measure around the nature of 
negotiability. There was disposition on the part of some to assume 
that the degree of negotiability was precisely similar to that of a 
bill of exchange. This doctrine was not accepted by the courts, 
and in the course of the period the difference between this aspect 
of the two bills was clearly brought out. Wright v. Campbell 


* Savary, Parfait négociant, 8th ed., 1721, II, 656, Parére XC. 
2 H. Blackstone 364. Fearon v. Bowers, March, 1753, cited in a note under 
report of Lickbarrow v. Mason. 





378 JOURNAL OF POLITICAL ECONOMY 


involved the right of a factor to sell goods consigned to him by his 
principal while they were in transit.‘ Caldwell v. Ball involved 
the problem of precedence of different copies of the bill of lading 
when the indorsements were different, though constructively the 
same.? The case of Lickbarrow v. Mason involved two problems: 
stoppage in transitu in case of the insolvency of the original con- 
signee, and the validity of bills indorsed in blank. The complexity 
of the case, its prominence, and long judicial history made it the 
controlling case on the legal doctrines involved. It may be re- 
garded as practically completing the legal doctrine of negotiability. 

The instruments of title which grew out of the warehousing 
system are closely analogous to the bill of lading, but the economic 
and legal history is absolutely distinct. These warrants or ware- 
house receipts arose much later than the bill of lading, and despite 
their economic significance they have not yet acquired a legal 
standing comparable to the bill of lading. Furthermore, the law 
of the different countries is quite distinct. There was apparently 
a parallel growth of such instruments in Holland, England, and 
France. In France and England the forms of the instrument were 
different, in Holland the tendencies were at the outset essentially 
similar to the English tendencies, but the movement seems to have 
lost its force in the latter part of the eighteenth century, so that the 
history of the instrument in Holland was without notable conse- 
quences. The actual history of the warrant is still hopelessly 
obscure, and the disproportionate emphasis placed upon the Eng- 
lish system and its history has tended to create additional mis- 
apprehensions in a subject already fertile in difficulties.‘ Hecht 
declares that the economic importance of the warrant and its legal 
development were ‘“‘a product of English trade and customary 
mercantile law,’’> but he does not support his contention and the 


* Burrows Report, 2050, and in various other reports. 

2 Term Report 205. 

3 Term Report 63, 1787: 1 H. Blackstone 357, February, 1790; reversal in Ex- 
chequer Chamber; 2 H. Blackstone 211; new trial ordered by the House of Lords; 
5 Term Reports 683, July, 1794. 

4F. Hecht, Die Warrants, Stuttgart, 1884; O. C. Fischer, Die wirtschaftliche 
Entwickelung des Warrantverkehrs in Europa und Amerika, Berlin, 1908. 

5 Hecht, op. cit., p. 4. 
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history of the warrant in France and in Holland' would seem to 
lead to different historical conclusions. England may have been 
quicker to adopt a new device with beneficial results to her com- 
merce, or the greater volume of her trade may have given a greater 
significance to a commercial system whose technical details were 
well understood in both France and Holland. It is not very satis- 
factory to ascribe the increase in English trade to the development 
of the warrant system. ‘The general decline of trade in both France 
and Holland toward the close of the eighteenth century affords 
a more natural explanation of the relative importance of the 
progress of the technique of trading at this time. 

The general similarity of warrants and bills of lading and the 
frequent association of both types of instrument under the general 
term “‘document of title’”’ has led some German writers to suppose 
that the legal properties of the instruments are the same. The 
neglect of case law is unfortunate. Both warrants and delivery 
orders are to be distinguished from bills of lading with respect to 
the legal meaning of negotiability, and the warrants and delivery 
orders differ from each other.? 

Goods in stores, free or bonded, can be made the subjects of security, or 
transfer on sales, by means of delivery orders A delivery order, like 
a cheque, assumes three parties The usual terms of the order are simple 
enough. It is—‘‘Deliver to A. B. or his order, so many goods, identified by 
marks and numbers, or so many bushels of grain from a particular lot lying 
in your store.” It is signed by the owner, and is in favor of the particular 
party therein named. That order is not of the least use to the grantee until 
he has gone with it to the storekeeper, and has got the storekeeper to transfer 
the goods to the grantee’s names... . 

A delivery order very often is transferred from hand to hand. The original 
grantee indorses it “‘Deliver to so and so,” and it may be indorsed twice or 
thrice over. It would be a mistake, however, to imagine that the delivery 
order, though capable of indorsation, is a negotiable instruments... . If 


t Fischer, op. cit., pp. 71-72, 86; Hecht, op. cit., p. 3. Unfortunately neither 
cites evidence for these significant historical statements. 

2R. V. Campbell, Principles of Mercantile Law, Edinburgh, 1890, p. 115: “‘ These 
bills of lading are clearly distinguishable from delivery orders. Such orders, as well as 
iron scrip warrants and debenture bonds issued by companies without authority of 
an Act of Parliament, may not be negotiable instruments: but a bill of lading is in 
many ways like a bill of exchange 

3 Campbell, op. cit., p. 105. 4 Ibid., p. 106. 
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you are the indorsee of a delivery order you are not in the position of the holder 
of a negotiable instrument like a bill; because, in the case of the delivery order, 
you are subject to all the exceptions arising out of the real contract between the 
original grantor and the original grantee. One important consequence is that 
the original grantor of the delivery order can hold the goods for the unpaid 
price against any indorsee whatever, even against a bona fide indorsee for full 
value given." 


The Scotch iron warrants are issued by iron masters and couched 
in approximately these terms, “‘I will deliver so many tons of iron 
of a specified brand, to any person who shall lodge this document 
with me after such and such a date.” The warrants pass from 
hand without indorsation. They 
are treated in practice as if they were negotiable instruments. Now, the posi- 
tion of these warrants in law, according to the older authorities, is that they 
are not negotiable instruments: the law does not, or did not accept or adopt 

It is attempted to make these iron warrants negotiable 
by agreeing that anybody who holds them for value shall be entitled absolutely 
to delivery, and that he shall have no concern with the state of accounts between 
the iron master and the original purchaser of the warrant. The law says, or 
said, that it is not to be allowed, and therefore these warrants stand, or stood, 
in no better position in law than proper delivery orders. Indeed, it is doubtful 
if they are not in a worse position, because a proper delivery order is expressed 
in favor of a certain named person, while the warrants are blank or to bearer.” 

It is needless to cite the cases upon which these statements are 
based. The law thus distinguishes between delivery orders, the 
Scotch warrants, and the dock warrants of the law of England as 
typified in the East and West India dock warrants of London. Evi- 
dently, too, the economic significance of these instruments has not 
been limited to the field within which they can safely be used under 
a strict interpretation of the law. Agreement among business men 
and regard for such commercial usages have tended to give these 
instruments in substance the flexibility possessed in fact by the 
bill of lading. The peculiar circumstances of the rise of the ware- 
housing system at London was doubtless of material importance 
in the establishment of these practices. 


Ill. TRANSACTIONS OF THE MODERN MARKETS 


The transactions of modern commerce which contain no element 
of speculation fall into two general classes that are distinct both in 


* Campbell, of. cit., p. 107. 2 Ibid., p. 111. 
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form and in purpose. There are various forms of arbitrage dealings 
which are designed to secure a certain gain by reason of excessive 
differences in the prices current on different markets. There 
are various forms of hedging designed to free the manufacturer 
or middleman from the risk of a change in price during the process 
of manufacture or sale. Arbitrage dealings thus result in small but 
certain gains; hedge transactions are properly neutral, involving 
neither a net gain nor a net loss. When the manufacturer or 
middleman hedges, it is his purpose to confine the chance of profit 
to his mercantile transaction. He avoids all risk of gain or loss 
by reason of changes in the price of the raw material in order to 
confine his attention to the technical problems of the process of 
manufacture and sale. These types of non-speculative transactions 
are dependent upon the mechanism that is usually thought of in 
connection with speculation. The various forms of future con- 
tracts are essential, and the practice of buying or selling in a particu- 
lar place when the goods are physically located elsewhere is also 
characteristic. These transactions are not possible unless there 
are speculative and spot markets drawn together in a closely 
organized market system. The non-speculative transactions in- 
volve the same technical elements as the speculative transactions; 
the different results are due to the different combinations of the 
basic transactions. A future contract may be speculative or non- 
speculative, or speculative for one party and non-speculative to the 
other. A short sale may constitute part of a hedge or part of a 
daring speculative coup. The meaning of a particular purchase or 
sale cannot be deduced from its form; all its connections must be 
known. The much-discussed future contracts and short sales 
are indeed mere incidents of larger transactions, parts of a larger 
whole to which they are inseparably related. The larger aspects 
of marketing, too, are so closely associated that the non-speculative 
aspects cannot exist independently of the speculative aspects. 
It is this complex web of interdependent elements that constitutes 
the difference between the loosely related markets of the Middle 
Ages and the integrated market system of today. The arbitrage 
transactions and the hedge are of fundamental importance in main- 
taining the close correspondence between prices on different 
markets that is characteristic of our organized market system. 
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The most typical form of arbitrage brings together a spot pur- 
chase and a sale under a term contract. Such a mode of dealing 
is characteristic of exporting regions where there is a keen competi- 
tion for the product so that exportation is not a matter of course. 
In regions that seek a vent for a large surplus, the transaction is 
somewhat altered, though the underlying features are the same. 
Australian and Indian wheat are consigned to London agents to 
be sold on commission. Sale in some English or European port 
is assumed. Notice of the departure of the vessel is forwarded; 
samples and documents of title will also be sent and will presumably 
arrive considerably in advance of the ship. The vessel may be 
sent out with directions to call at Gibraltar for orders as to final 
destination. The London commission agent proceeds to sell the 
cargo while still afloat on a “‘to arrive’ contract. Purchase and 
sale are not simultaneous, and in that sense the actual character 
of the deal is for a time indeterminate. The shipment of the wheat 
may involve a real speculation or it may be sold quickly and become 
in essence an arbitrage transaction. 

Among the various primary markets in the producing regions of 
the United States another form of transaction is not uncommon. 
It is not a true arbitrage deal because it does not contemplate 
actual shipment of goods by the operator. The transaction is 
affected by a simultaneous purchase and sale of term contracts 
in the high and low markets. A term contract is bought in the 
low market, and a contract for an equal quantity sold short in the 
high market. It is assumed that the operations of other parties will 
bring the markets closer together and afford a small but certain gain. 

Thus let us assume that on a given day in June the price of September 
wheat on the Minneapolis Chamber of Commerce is $1 per bushel, and the 
price on the Chicago Board of Trade for the same wheat is $1.04 and that an 
arbitrageur considers this difference too large and anticipates a coming together 
of the two prices. Accordingly, he buys on a future contract in Minneapolis 
and sells short in Chicago at the prices indicated. Let us now suppose that 
in the course of a week the Minneapolis price rises to $1.04 and the Chicago 
price to $1.07} and that the arbitrageur closes out his transactions at these 
prices. By closing out his purchase in Minneapolis by a sale at $1.04 he makes 
four cents; and by covering his short sales at Chicago by a purchase at $1.07} 
he loses 33 cents, thus clearing a gross profit of 4 cent." 


tS. S. Huebner, “The Functions of Produce Exchanges,” in Annals of American 
Academy of Political and Social Science, XXXVIII, No. 2, September, 1911, p. 22. 





TECHNIQUE OF MEDIAEVAL AND MODERN MARKETS 383 


This mode of trading is also applied to other types of price 
differences, and the practice is doubtless significant, but it would 
seem that its importance to the market is somewhat different 
from that of the other forms of arbitrage. In many respects this 
type of transaction seems to be particularly adapted to maintain 
relations between different primary markets that are receiving 
supplies from the producing regions. Actual shipments from 
market to market are in such circumstances a less convenient 
means of keeping markets “‘in line” than changes in the flow of 
the crop from those districts which can reach both of the markets 
concerned. 


The hedge has been closely associated with a number of sig- 
nificant industrial changes. The transaction is widely used today 
in connection with flour-milling, meat-packing, cotton-spinning, 
and to some extent in the coffee trade. All these industries have 
been transformed or have grown up since the rise of the modern 
methods of marketing. The development of large-scale production 
in milling and packing would scarcely have been possible were it 
not for the hedges, and cotton-spinning could not be conducted 
upon such a narrow margin of profit if the risk of changes in value 
in the raw product were not eliminated. The nature of the change 
will perhaps be most readily appreciated with reference to flour- 
milling, as there has been a less general alteration of the place of 
the occupation in social life. The risk of loss to the miller through 
fluctuations in the price of grain was eliminated in the old days 
by transferring the risk to the consumer. The well-to-do and 
middle-class people were largely accustomed to buy grain and have 
it ground for their own use according to needs. The sale of raw 
wheat thus played a more prominent part in retail marketing a 
century and a half ago than it does today. The miller charged a 
small fee or took a portion of the meal as his toll. In the smaller 
towns only the poorer people bought finished flour or bread. In 
the larger towns the trade in flour and bread was rather more con- 
siderable, but even in towns like Paris and London much wheat 
was bought by townspeople for their needs and ground at their 
expense in mills near the city. The milling business was non- 
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speculative, but it was necessarily conducted on a small scale with 
moderate equipment. Dependence upon local slaughter-houses 
was an equally prominent feature in the life of the past. Absence 
of refrigeration and of means of rapid transportation rendered the 
preparation of all meat products a distinctly local affair. Further- 
more, there could be no question of risk from change in values of 
the raw product in the interval between the purchase of the creature 
and the disposition of the prepared meat. There was no appre- 
ciable interval. The butchers’ trade was thus non-speculative, 
though the consumers did not buy the live creatures. 

In the course of the last half-century milling and packing have 
become capitalistic enterprises in no small portion of the western 
world. Flour consumed throughout the United States and in parts 
of Europe is milled in Minneapolis. Beef products consumed in 
the United States and in Europe are prepared in St. Louis and in 
Chicago. The raw material must be purchased months before the 
finished product can be sold. A change in market conditions 
might destroy entirely the mercantile profits of a highly efficient 
plant. Such enterprises can be conducted only if it is possible 
to reduce them to a non-speculative basis comparable to the condi- 
tions of the old craft organization of days gone by. The future 
market affords a means of avoiding the speculation on the raw 
product. 

The essential feature of the hedge is the combination of sale 
and purchase at both moments of contact with the market, both 
at the beginning of the process of manufacture and at the time of 
sale. Raw materials must be purchased for production in the spot 
market. With this transaction is coupled a term contract calling 
for the delivery of the same quantity of goods during the month 
in which the finished product will be ready for sale. The sale of 
the future is at the same price as the spot purchase. The miller 
is thus on both sides of the market. When the time comes for 
delivery of raw product under the future contract, the miller must 
go into the spot market to buy wheat. He is thus under an obliga- 
tion to buy at the time he enters the flour market as a seller of 
finished product. At both moments he is buying and selling. 
Gains on one transaction will clearly balance losses on the other. 
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The manufacturer is consequently independent of changes in the 
values of the raw materials. 

The manufacturer can manage more readily if he has a large 
contract with the government for the supply of the army or some 
such service. In this case, at the time of bidding on the contract, 
he knows the prices of all the future options for several months 
in advance, and he can thus calculate pretty exactly what his raw 
materials will cost. If his bid is accepted he can buy on future 
contracts for the entire period that he will be working on that 
order. The cost of his raw material will thus be settled at the 
outset. He is clear of risk and can make his money on the process 
of manufacture. 

In the old days all speculation was for rising prices. Goods were 
bought and held back from the market in expectation of a rise. If 
the market was ill informed, the holding back of goods might cause 
a considerable increase in prices, and, if the goods were carefully 
unloaded without at any time revealing the extent of the supply 
concealed, the operators might realize considerable profits. Such 
operations were a serious problem in the Parisian grain trade in the 
late seventeenth century, and probably this was a characteristic 
form of bull speculation in the older markets. The essence of 
the transaction was to curtail the visible supply, to have large 
supplies concealed in close proximity to the consuming market, 
and to dole out these invisible supplies with scrupulous care. The 
relative isolation of different markets made such transactions 
relatively easy. The supply did not really come into sight until 
it arrived in the market place where it was to be sold to the con- 
sumer. In modern market systems such transactions are impossible 
because the supply comes into full public notice in the wholesale 
markets of the producing regions. The great consuming markets 
are today so well informed of possible supplies that they are in some 
cases distinctly non-speculative in tone. The wheat markets of 
London, for instance, are essentially non-speculative. The sea- 
board cities of the United States are also essentially non-speculative 
wheat markets. The tone of a modern market, however, is the 
product of many complex circumstances, so that it is impossible 
to generalize. 
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Speculative transactions of the modern markets assume that 
the market is informed of the general circumstances of trade. The 
gains of the operators are not secured by deceiving the public, 
but are based upon the accuracy of their inferences from the facts 
available. The facts are more or less generally known. The 
general body of public information is supplemented to a certain 
extent by private effort, but it is safe to say that the known facts 
are practically accessible to anyone who really wishes to get them. 
The great traders of the modern markets owe their success to shrewd 
inferences, wide experience, and command of credit in the commer- 
cial community. 

Two types of speculation are now possible: speculation for a 
rise and speculation for a fall. The method of speculating for a 
rise is entirely different from the older transactions of the Middle 
Ages and the early modern periods. The speculation for a fall is 
entirely new. 

The nature of modern speculation, however, is not to be under- 
stood from a mere designation of the contracts made on each side. 
Speculation is a continuous process based upon differing interpre- 
tations placed upon market conditions. In the large wholesale 
markets it has become a sort of party contest between “bulls” 
and “bears.” 

The notable speculative operations of the modern exchange 
center around the general situation known as the “squeeze.”” The 
name is derived from the uncomfortable position the bears are in 
toward the close of a month when they have undertaken to deliver 
larger amounts of stuff than are readily to be had in the market. 
The competition of the bears for stuff to deliver on “short” con- 
tracts forces prices up, so that there is a double significance in the 
metaphor: it represents in part the notion that the bears are 
subjected to pressure by the bulls, in part the idea that the forces 
in the market push prices up to figures that are not actually repre- 
sentative of existing conditions. The squeeze is frequently con- 
fused with the corner, particularly by outsiders and by academic 
writers. The market operators are not likely to use the term 
“corner,” and though their attempts to deny the occurrence of 
corners have not been well received, their intention of drawing 





TECHNIQUE OF MEDIAEVAL AND MODERN MARKETS 387 


a sharp distinction between the corner and the squeeze would seem 
to be well founded. The corner is the characteristic speculative 
transaction of the unorganized markets. The operator buys 
actual stuff with the intent to store it for a while. When he has 
secured substantial control of the supply, he begins to sell at such 
prices as he chooses because none can compete with him. The only 
limit is the ability and disposition of the consumer to pay the price 
asked rather than do without. The transaction, it will be observed, 
rests entirely with the individual operator. If his means are suffi- 
cient he can make a corner at any time. The squeeze is different 
in every essential particular. The buil operator buys both spot 
stuff and futures, but at the same time he must sell to the trade. 
It is his object to induce the bears to sell more stuff for delivery 
in some month in the future than they will then be able to secure 
except at greatly enhanced prices. Consequently, he has an inter- 
est in depleting the stocks on the primary market by sales to the 
trade. 

This continuous selling to the trade in the interval before 
the squeeze is the most essential difference between the squeeze 
and the old corner. It is also worthy of note that a squeeze opera- 
tion cannot be worked up at will by either bulls or bears. There 
will be no squeeze unless the bears sell excessive amounts on short 
contracts; even if the bears are really too optimistic about the 
future there can be no squeeze unless the bulls are willing to accept 
the challenge. The squeeze will arise only in those circumstances 
which produce a marked difference of opinion. In such an operation 
the party whose judgment of the conditions was the more accurate 
will gain. The famous Leiter deal in wheat of 1898 was disastrous 
to Mr. Leiter; the Patten wheat deal in 1909 was as conspicuously 
successful. These operations arise when real scarcity occurs for 
reasons that were not anticipated by the bears, either an unexpected 
shortage of crop or more likely an inadequate estimate of demand. 
The European demand for American wheat is variable because 
it depends in no small measure upon the harvests in other parts 
of the world. In many sections crops are not so well reported, so 
that wide differences of opinion may well exist. Both the Leiter 
and Patten operations were based upon inferences with reference 
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to European demand, but Leiter failed to realize the significance 
of crop prospects. There had been several short crops and there 
was an unusual European demand which others did not foresee. 
The growing crop, however, was promising and ultimately proved to 
be large. The final offerings of the bears were based on certain 
knowledge of the abundance of the harvests in the great wheat- 
producing regions of the world. Patten was careful both in his 
wheat deal and in the cotton deal in which he was associated in 
1909-10. The last stages in the series of operations were in both 
cases dominated by the crop reports. 

These episodes are without exception the most spectacular of 
modern speculative transactions. They exhibit the working of the 
modern markets when subjected to most unusual and extreme con- 
ditions. Under similar circumstances the mediaeval markets would 
have failed utterly. These modern markets revealed in each 
instance a remarkably prompt understanding of the situation. 


ABBOTT Payson USHER 
CoRNELL UNIVERSITY 





NOTES 


WASHINGTON NOTES 
THE COAL RATE DECISIONS 


The Supreme Court of the United States has handed down an opinion 
in the cases of Northern Pacific Railway Company v. State of North 
Dakota, and Minneapolis, St. Paul & Sault Sie. Marie Railway Company 
v. State of North Dakota. These cases are what has been known as the 
“North Dakota Coal Rate cases’? (Nos. 420 and 421, October term, 
1914). The cases are of special importance because of the strong posi- 
tion taken by the court in refusing to admit the validity of rates fixed 
by a state railway commission, on the ground that such rates are con- 
fiscatory. 

By chap. 51 of the laws of 1907, the legislature of North Dakota 
fixed maximum intrastate rates, graduated according to distance, for 
the transportation of coal in carload lots. It was further provided that 
in case the transportation was over two or more lines of railroad it should 
be considered as one haul, the compensation for which should be divided 
among the carriers according to their agreement or, if they could not 
agree, as the railroad commissioners should decide, subject to appeal 
to the courts. While the statutory rates governed all coal shipments, 
their practical application was almost solely to lignite coal. The carriers 
refused to put the rates into effect, and in August, 1907, the attorney- 
general of the state began proceedings in its supreme court to obtain a 
mandatory injunction against the Northern Pacific Railway Company, 
the Minneapolis, St. Paul & Sault Ste. Marie Railway Company, and 
the Great Northern Railway Company. The companies answered 
that the statute violated the commerce clause of the federal Constitution, 
and also that it infringed the Fourteenth Amendment by fixing raies 
that were “unremunerative,” “unreasonable,” and “confiscatory.” 
The supreme court of the state, overruling these contentions, granted 
the injunction. It was held that the evidence was not sufficient to 
overcome the presumption in favor of the rates. On writ of error from 
this court, the decree was affirmed without prejudice to the right of the 
railroad companies to reopen the case after an adequate trial of the 
rates. This decision was rendered in the early part of the year 1910, 
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and thereupon the rates were put into effect. After a trial for over a 
year, the case was reopened, voluminous testimony was taken, and the 
supreme court of the state, making its separate findings of fact as to the 
effect of the rates in the intrastate business of each carrier, and stating 
its conclusions of law, entered judgment commanding the carriers to 
keep the rates in force. 

On the strength of the facts as thus stated, the United States Supreme 
Court now holds: 


It is presumed—but the presumption is a rebuttable one—that the rates 
which the state fixes for intrastate traffic are reasonable and just. When the 
question is as to the profitableness of the intrastate business as a whole under 
a general scheme of rates, the carrier must satisfactorily prove the fair value 
of the property employed in its intrastate business and show that it has been 
denied a fair return upon that value. With respect to particular rates, it is 
recognized that there is a wide field of legislative discretion, permitting variety 
and classification, and hence the mere details of what appears to be a reasonable 
scheme of rates, or a tariff or schedule affording substantial compensation, 
are not subject to judicial review. But this legislative power cannot be re- 
garded as being without limit. The constitutional guaranty protects the 
carrier from arbitrary action and from the appropriation of its property to 
public purposes outside the undertaking assumed; and where it is established 
that a commodity, or a class of traffic, has been segregated and a rate imposed 
which would compel the carrier to transport it for less than the proper cost of 
transportation, or virtually at cost, and thus the carrier would be denied a 
reasonable reward for its service after taking into account the entire traffic 
to which the rate applies, it must be concluded that the state has exceeded its 
authority. 


The interesting feature of the case from the technical standpoint is 
found in the fact that in this decision the court passes upon the method 
to be employed in determining whether a particular rate is or is not 
confiscatory. In these cases the rates charged applied only to coal, one 
among many commodities transported in the intrastate traffic of the 
state of North Dakota. It had been contended in the lower court that 
there was no confiscation, because of the fact that the railroad made 
from this traffic as a whole a sufficient amount of income. On this 
point the state court held: 


a) The statutory freight rate is presumed to be reasonable, which pre- 
sumption continues until the contrary appears and the rate is shown beyond 
a reasonable doubt to be confiscatory. 

b) Proof that a rate is non-compensatory—that is, while producing more 
revenue than sufficient to pay the actual expenses occasioned by the trans- 
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portation of the commodity, but insufficient to also reimburse for that propor- 
tion of the railroad’s fixed or overhead costs properly apportionable to such 
commodity carried—is not sufficient to establish that the rate is contrary in 
law. 

c) In order to establish such a non-compensatory rate to be confiscatory, 
it must further appear that any deficit under the rate affects the net intrastate 
freight earnings materially, and reduces them to a point where they are insuffi- 
cient to amount to a reasonable rate of profit on the amount of the value of 
the railroad property within the state contributing to produce such net earnings. 

The Supreme Court of the United States takes a view precisely 
opposed to the state court on the points of accounting involved in this 
dictum. It states specifically that there is no basis for distinguishing 
between “out-of-pocket” costs and other outlays which are incurred 
for the support of traffic in general, such as maintenance of way and 
structures, general expenses, taxes, and the like. It is not a sufficient 
reason for excluding such freight expenses from the computation to say 
that they would still have been incurred had the particular commodity 
not been transported. The state cannot establish the cost of carrying 
coal by throwing the expense incident to the maintenance of the roadbed, 
and the general expenses, upon the carriage of wheat, or the cost of carry- 
ing wheat by throwing the burden of the upkeep of property on coal and 
other commodities. This, of course, does not mean that all commodities 
are to be treated as having been carried at the same rate of expense. The 
outlays that exclusively pertain to a given class of traffic must simply 
be assigned to that class, and the other expenses must be fairly appor- 
tioned. It may be difficult to make such an apportionment, but when 
conclusions are based upon costs, the entire cost must be taken into 
account. 

In much the same strain the court holds that the argument that a 
low rate has been imposed from general considerations of public policy 
is not sound. While local interests properly serve as a motive for 
enforcing reasonable rates, it is a different matter to say that the state 
may compel a carrier to amend a rate upon a particular commodity 
that is less than reasonable or to carry gratuitously in order to build 
up a local enterprise. This, it is held, would be to go outside the carriers’ 
undertaking and outside the field of reasonable supervision of the con- 
duct of its business, and would be equivalent to an appropriation of 
property to public use upon terms to which the carrier had in no way 
agreed. There is, therefore, no basis for the claim that a given low rate is 
to be supported on the ground of public policy if, on the facts found to 
exist, it is deemed to be less than reasonable. 
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This decision is by far the most positive expression the court has 
recently made with reference to the limitation of the activity of state 
railroad commissions and is consequently regarded as an important 
element in the campaign the railways are now making against the appli- 
cation of abnormally low rates to them. 


CLEARINGS AT THE FEDERAL RESERVE BANKS 


After lengthy inquiries and after conversations with representatives 
of the several reserve banks, the Federal Reserve Board has directed the 
introduction of a voluntary reciprocal plan of immediate clearance at 
all those federal reserve banks where a clearing plan is not already in 
operation, the same to take effect with as little delay as possible. Letters 
have been sent to all federal reserve agents and the latter requested to 
take the matter up at once with their boards of directors. The two 
banks which are practically excepted are those of St. Louis and Kansas 
City, where general clearance is already in progress. The Federal 
Reserve Board has not prescribed details, inasmuch as it has found 
in those districts where general clearing is already being practiced that 
the best results were obtained by leaving the control of such details in 
the hands of the local authorities. It has, however, stated that it will 
approve as a beginning a reciprocal arrangement whereby banks assent- 
ing to the plan will be given the privileges of immediate clearance at 
par upon all other banks similarly assenting. 

A general clearing arrangement, it is expected, will be developed in 
all districts at an early date under this plan, and this is likely to be gradu- 
ally extended so as to embrace the bulk of the banks in the system. 
There is no provision for the settlement of the balances between federal 
reserve banks or for the inter-district clearing of checks. It is an intra- 
district clearing device pure and simple, the inter-district phases of the 
problem being reserved for future treatment. The plan suggested will 
be developed in detail in each of the federal reserve districts, but to 
carry out the scheme it will probably be necessary to require in each 
district that every such bank shall extend to each of its members the 
reciprocal privilege of having all checks or drafts upon other solvent 
member banks in its district credited immediately to its account at par 
upon the date of deposit, and that from and after an agreed date it shall 
charge to the proper account checks and drafts drawn upon assenting 
members. The voluntary character of the plan implies that every 
member bank may notify its federal reserve bank that it declines to avail 
itself of the proposed reciprocal clearing arrangement. In such case, 
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it is to be assumed that the federal reserve bank may determine to accept 
checks and drafts upon such non-assenting member banks for deferred 
debit and credit only, waiting until they arrive at the bank on which they 
are drawn before entering them as funds available for payment. 

Every member bank availing itself of the clearing arrangement will 
naturally be obliged, in order to avoid depletion of reserve accounts, to 
maintain on deposit with the federal reserve bank a sum estimated as 
sufficient to protect any net debit balance created by checks and drafts 
drawn and charged against it. The plan will not apply to local clearings 
in clearing-house cities where machinery is already available for cashing 
the offsetting checks drawn on institutions in such places. It is expected 
that the Federal Reserve Board will refrain at present from applying 
any penalty for depletion of reserves, although it is permitted to do so by 
law, it being the view that this can be deferred until more experience has 
been acquired and until it has been ascertained how far member banks 
will voluntarily comply with the requirements of the new scheme. The 
whole question of clearance between member banks situated in different 
districts and the system of balances between federal reserve banks is 
thus postponed until a later date when the intra-district clearing system 
shall have been definitely established and in operation. 

In working out the details of the new system of intra-district clear- 
ance some technical banking adjustments of large practical interest will 
necessarily have to be made. Two methods of bringing about the desired 
result have been suggested by a special committee of experts which was 
requested to investigate this matter, for the benefit of the Federal 
Reserve Board. In reporting on the subject these experts suggested 
the following plans: 

1. All items deposited by member banks with federal reserve banks 
should become “reserve” only after they have been collected, that is, 
placed in the possession of the paying bank, and thus chargeable to the 
account of the drawer. They may be charged by member banks into 
the general ledger item “Due from Federal Reserve Bank of ai 
the day they are mailed, but a memorandum account should be carried 
by the member bank in which this item is to be divided into “transit 
account” and “reserve account.”” Each member bank shall be furnished 
a time schedule and in connection therewith shall operate a book which 
may be designated the “Reserve Maturity Tickler.” In accordance 
with the time schedu!s, the member banks will post the detail amounts 
according to the divisions mentioned under the dates when such checks 
may be credited to “transit account” and charged to “reserve account.” 
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These dates in every case will be based on the receipt of the items at the 
place of payment. 

2. As an alternative, differing in theory as applied to reserves but 
more practical and simple in operation, the federal reserve banks may 
charge member checks against the balance of such members upon the 
day forwarded, thus reducing the amount of bookkeeping necessary and 
simplifying the time schedule by more than one-half. On the other 
hand, member banks which object to having their reserves thus depleted 
without their knowledge may be permitted to use all checks on members 
of the same district as reserve the day they are forwarded to the federal 
reserve bank, as is now permitted in making remittances to reserve 
agents. 

As it is desirable that drafts on federal reserve banks should be 
acceptable without question in all districts, it is suggested that such 
drafts be deposited in a separate total together with drafts payable by 
the reserve bank where deposited to be counted as reserve by the member 
bank at once, or if the alternative plan outlined in the preceding para- 
graph be adopted, drafts on all federal reserve banks would be included 
in the totals of checks on other members of the same district. 

The federal reserve banks will thus credit the account of the member 
banks on day of receipt of the items, such account to be subject to draft. 
The reserve bank, in turn, may use a time schedule corresponding to the 
one used by member banks and similarly the reserve bank may charge 
transit account, crediting such account and charging other reserve banks 
as hereafter provided. If any member bank should draw below its 
collected funds, such draft should be subject to a charge based upon, but 
higher than, the current discount rate of interest. 

Both these detailed methods of adjustments may be employed sub- 
ject to modification according as varying conditions in the several 
districts require. 


THE COLORADO COAL STRIKE REPORT 


A final report has been rendered in the case of the Colorado coal 
strike investigation (House Document No. 1630, 63d Cong., 3d sess.) 
which was intrusted to a subcommittee of the House Committee on 
Mines some months ago, at a time when the Colorado coal strike was 
in a threatening condition. The report in question, with the testimony 
accompanying it which occupies several thousand pages, is probably 
the most complete and thorough account of the Colorado situation that 
exists, and the strike itself is shown to have been one of the most serious 
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labor difficulties that have developed in the United States within recent 
years, amounting almost to civil war. 

The committee’s report has little to recommend in the way of 
remedial measures either for the conditions developed in the course of 
this investigation or for other conditions of a similar kind that may come 
into existence in the future. In conclusion, the general observation is 
made that “by a gradual but sure development, the coal business of the 
country is being conducted on a large scale and by frequent consolidations 
is largely being carried on by large companies. Next to the business 
of transportation, the fuel business of the country touches the people 
and their business in an intimate and important way. If these strike 
troubles continue to break forth, it will plainly be necessary to consider 
seriously whether some measure of regulation shall not be adopted with 
reference to this business as carried on in interstate commerce, as is now 
done with reference to the business of transportation.” This general 
suggestion of broad federal interference is practically the only plan 
contained in the entire course of the report, and even this is reported 
only by a majority of the committee, two dissenting reports being filed 
by other members. With reference to the actual facts in the Colorado 
situation the document is, however, more valuable, and furnishes material 
for the study of the industrial conditions prevailing in the coal industry 
in a way not hitherto feasible. In Colorado there are employed in normal 
times about 15,000 coal miners. There are several thousands of square 
miles of coal land in this state and very little shaft mining. The coal 
is easily mined, but it is so situated that the mines at the edge of the 
seams along the canyons have the advantage. This leads to the creation 
of industrial villages in and along the canyons. Most of the business 
appears to be in the hands of three principal concerns which claim to 
represent practically 95 per cent of the production of the state. The 
strike to which this investigation relates was called September 23, 1913, 
after strong effort on the part of the governor and others to prevent it. 
The miners left the employment of the companies, asserting that they 
should have had an increase of wages, better working conditions, pay 
for extra work in the mines, check weighmen, the right to trade where 
they pleased, and the recognition of the union. The operators asserted 
that the employees were already well paid, were subject to an eight-hour 
system, and could have check-weighmen appointed whenever they 
desired. Nevertheless, the controversy became much aggravated, the 
real issue ultimately at stake being the recognition of the labor organi- 
zations. It finally became necessary to send the militia into the coal 
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region to restore order, but the fact speedily developed that there was a 
considerable lawless or unruly element in the militia itself. The testi- 
mony shows that there was much unauthorized, and even outrageous 
or cruel, conduct toward the inhabitants on the part of those who were 
supposedly present to repress disorder. As the committee states it, 
“defenseless women and children did not escape the brutality of some 
members of this military organization. Many people were thrown into 
foul and miserable cells and kept there for days without any opportunity 
to prove their innocence, and were then released.” With reference to 
general conditions of violence in the coal region, the committee states 
that “‘we believe that each side was ready to do battle with the other, 
even when the strike was first called, and had supplied themselves with 
the weapons and ammunition necessary for self-defense which they gave 
as their reason for securing guns and ammunition.” Political conditions 
in the mining region were also found to be bad, while the manner of 
selecting juries in some parts of the district was contrary to law. The 
committee did not find positive evidence of any condition of peonage, 
but did find an extensive use of imported workers to take the place of 
mine workers, while it appeared that in the mining villages the companies, 
owing to their control of the land, the local stores, and practically every 
necessary of life or means of obtaining it, were in supreme command. 
On the strength of this condition of affairs the report offers much severe 
criticism upon various persons connected with the management of the 
companies, but appears only to suggest either a better disposition on 
their part or else stringent federal interference and control, with possible 
government ownership, as a means of escape from the bad situation. 
Arbitration is strongly suggested and even urged, but this is apparently 
only as a more or less academic matter, as the committee finally makes 
reference to the fact that the federal Commission on Industrial Relations 
is now considering the whole state of relationships between capital and 
labor and is looked to as the source of possible helpful suggestions. 
The incapacity of the federal government to deal with conditions within 
a state under existing constitutional law, except as a matter either of 
voluntary arbitration on the part of those concerned or of direct military 
control on the part of the government itself, for the purpose of repressing 
violence and protecting the interest of the public as a whole, is very 
clearly made evident by the showing of the report, and it is equally 
clear that there are states in which the existing local authorities are 
not competent to cope with strong combinations either of capital or 
of labor. 
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DRASTIC SEAMEN’S LEGISLATION 


The Act to Promote the Welfare of American Seamen (Public 
Document No. 302, 63d Cong.), approved by President Wilson on 
March 4, is not only one of the most far-reaching provisions with refer- 
ence to the conditions of labor at sea and the protection of life at sea, 
but is also an act which, by reason of its drastic restrictions upon foreign 
vessels entering American waters, is certain to give rise to complications 
of many kinds in our foreign relations. This probability of difficulty 
is due to the fact that the measure does not confine itself to vessels of 
the United States, but goes farther and undertakes to enforce the same 
regulations upon ships of foreign registry engaged in trade with this 
country. 

The new measure endeavors first of all to limit the hours of work 
on shipboard by requiring the maintenance of a certain number of 
“watches,” and the observance of a specified number of holidays while 
the ship is in safe harbor. The payment of wages is required to be made 
within two days after the termination of the agreement under which the 
seaman is shipped or at the time he is discharged, and in the case of 
vessels making foreign voyages, within four days after discharge of 
the employee, or within twenty-four hours after the discharge of the 
cargo. Where seamen are discharged (without sufficient cause) a sum 
equal to two days’ pay is forfeited for each and every day during which 
payment is delayed beyond the period specified. A seaman is also 
entitled to receive on demand one-half of the wages earned up to the 
date at which the request is made if he makes the demand while the 
vessel is in port en route, except that no such demand shall be made 
oftener than once every five days. In cases where complaint is made 
by the majority of the crew of any vessel that such a ship is in an unsuit- 
able condition or that her provisions or stores are not wholesome, a 
consul of the United States, before whom such complaint is made, may 
appoint a committee of three who shall examine into the cause of the 
complaint and rectify it. A space of not less than 120 cubic feet and 
not less than 16 square feet is to be apportioned to each seaman on a 
merchant vessel, and wherever voyages last more than three days 
between ports, a hospital compartment is to be provided. Other con- 
veniences are also required, and various forms of punishment, more or 
less in use on shipboard heretofore, are prohibited. The payment of 
advance wages, which has often been availed of for the purpose of getting 
control of seamen, is prohibited, as well as agreements for the allotment 
of any portion of a man’s wages to any member of his family. These 
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provisions regarding wages and others of a like description are made 
applicable to foreign vessels in the following language: 

That this section shall apply as well to foreign vessels while in waters of 
the United States as to vessels of the United States, and any master, owner, 
consignee, or agent of any foreign vessel who has violated its provisions shall 
be liable to the same penalty that the master, owner, or agent of a vessel of 
the United States would be for similar violation. The master, owner, 
consignee, or agent of any vessel of the United States, or of any foreign vessel, 
seeking clearance from a port of the United States shall present his shipping 
articles at the office of clearance, and no clearance shall be granted to any such 
vessel unless the provisions of this section have been complied with. 


The provisions of the act with reference to life-saving appliances are 
exceedingly inclusive, applying to many classes of vessels and calling 
for an elaborate schedule of boats, rafts, and other appliances, and 
fixing the proportion in which such appliances shall be carried, both with 
respect to one another, and with respect to the number of passengers 
on board. In order to avoid the difficulties predicted by some in con- 
nection with efforts to enforce these requirements upon foreign ships, 
it is required that all articles in treaties and conventions providing for 
the arrest and imprisonment of officers and seamen deserting from 
merchant vessels of foreign nations in the United States are to be with- 
drawn and canceled at the earliest moment, notice to be given within 
ninety days after the passage of the act to the various nations affected 
by the measure. A period of eight months within which to apply the 
law is allowed, its provisions to be mandatory at the end of that time, 
while as to foreign vessels they are to be mandatory at the end of twelve 
months from date of passage. So severe are the restrictions of this law 
considered to be, that some American shipowners have already given 
notice that they will transfer their vessels to foreign flags. Intimations 
that the subject will be seriously taken up diplomatically by foreign 
countries affected, as soon as any effort is made to enforce the provisions 
of the law upon vessels of such countries, have already, it is under- 
stood, been received in authoritative quarters. 
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A History of the General Property Tax in Illinois. By ROBERT 
Morray Hac. (University of Illinois Studies in the Social 
Sciences, Vol. III, Nos. 1 and 2, March-June, 1914.) 8vo, 


pp. 235. $1.25. 

The attacks upon the general property tax, which until recently 
have consisted chiefly of exposures of its failures under modern condi- 
tions, are now being supplemented by historical researches into the origin 
and development of this system of revenue. Needless to say, historical 
research confirms contemporary experience in its conclusion that the 
general property tax has long since ended its period of usefulness. 

The work under review, in which the above conclusion is substan- 
tiated for Illinois, handles the history of that state’s general property 
tax in three periods—a preliminary, formative period, ending about 1838; 
a period of fairly satisfactory fiscal experience, ending in the seventies; 
and a period of decadence and decline, extending to the present. The 
general property tax originated, in Illinois as elsewhere, in the early 
history of the state, and was the final stage of an evolutionary develop- 
ment during which a tax on lands was widened to include various specific 
forms of personalty, and finally “all other property.” Property was 
laid down as the test of taxable capacity as early as the constitution of 
1818, but the blanket provision characteristic of the thoroughgoing 
general property tax was not enacted until some twenty years later. At 
this time the state was entering upon an era of financial gloom and 
economic depression, the natural fruits of an orgy of internal develop- 
ment projects. During the next generation the public credit was re- 
stored, the debt greatly reduced, and the finances placed upon a firm 
footing. The general property tax contributed largely to these results, 
though its fiscal achievements were at the expense of considerable injus- 
tice and inefficiency. The last period of its history is simply the old, old 
story of decadence and decline, evasion, increasing injustice, and adminis- 
trative inefficiency. The author has compiled some interesting statistics 
which illustrate and demonstrate this decline. 

Although the conclusion is reached that the general property tax 
is a decided failure, the author has not driven this conclusion home hard 
enough to give his book the greatest value in the present fight for tax 
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reform in Illinois. The misdeeds of the state board of equalization are 
unimpressively mentioned; the outrageous injustice in assessments 
which at present prevails is but little emphasized; and the administrative 
defects are, for the most part, passed by. No attempt is made to formu- 


late a constructive program of reform. 
H. L. Lutz 


OBERLIN COLLEGE 


Minimum Rates in the Chain-making Indusiry. By R. H. TAWNEy. 
(Studies in the Minimum Wage, No. 1.) London: G. Bell & 
Sons, 1914. 1I2mo, pp xiii+177. 15. 6d. 

Many students who are familiar with Mr. Tawney’s study of the 
Agrarian Problem in the Sixteenth Century will be glad to know that his 
skill in analyzing social conditions is to be devoted, in some measure, to 
present-day problems. This volume is the first of a series of “Studies 
in the Minimum Wage”’ in which Mr. Tawney proposes to examine some 
of the attempts which have recently been made in England to establish 
and enforce minimum rates of wages under the Trade Boards act of 1909. 
Up to the present time, as Mr. Tawney points out, the subject of the 
minimum wage has been dealt with either from the standpoint of eco- 
nomic theory or from that of administrative machinery. Now it has 
become possible to deal with the social and economic effects of actual 
experiments in fixing minimum rates, and “whatever may be thought of 
the policy of ‘the minimum wage,’ it will be agreed that the subject is 
sufficiently important to deserve study in the light of such experience as 
is available.” The chain trade is dealt with in this first study partly 
because it was the first industry to which the Trade Boards act was 
applied and partly because it was a trade relatively easy to investigate 
because of its concentration in a small area. The reader is warned, 
however, that if there is such a thing as a “representative industry” it 
is certainly not to be found in the chain trade, which is far from being 
typical even of the majority of the industries to which the Trade Boards 
act has been extended. 

A few of the results of Mr. Tawney’s investigation may be noted 
briefly as follows: The practice of the Trade Board in this industry 
has been “characterized by a caution surpassing that of government 
departments,” and the actual proceedings of the Board show that there 
has been no foundation in fact for the fear that the new system of deter- 
mining wages might result in hasty and ill-advised action “in rashly 
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thrusting an iron rod into the mechanism of industry” (p. 36). In 
chap. vi, which deals with the effect of the Chain Trade Board on wages 
and earnings, some important consequences of the improved condition 
of the workers, both men and women, are pointed out. For example, 
trade-unionism among both has been strengthened; and workers in 
other trades in the same section have been stimulated, by the examples 
of the chain trade, to make new efforts to increase wages in their own 
industry. It is pointed out that the Trade Board has “checked the 
wild fluctuations in the workers’ earnings which used previously to take 
place, and has given a new security to their standard of life, which, 
though it may still be low, is no longer so entirely precarious as it was 
before”’ (p. 58); and it is also noted that there is little evidence that the 
minimum wage tends in the chain-making industry to become the maxi- 
mum. Chap. vii, which deals with the effect of the new system on the 
manufacture of chain, shows that inquiry among both workers and 
employers indicates that there has been no decrease in the numbers 
employed; on the contrary, “more are employed than at any previous 
time” (p. 106). It appears that the increase in wages has been met to 
some extent by an increase in prices, though we are warned that the 
chain trade must not be taken as typical in this respect. In this trade 
there is little foreign competition, and united action is facilitated by the 
concentration of the trade in a narrow area; this, together with the fact 
that most of the chain affected is made in homes or small workshops, 
“diminishes the opportunity which exists in many trades of meeting 
an advance in wages by a reorganization of the methods of production” 
(p. 108). That is, since there is next to no management, economies con- 
nected with management can hardly be introduced. 

With regard to the administration of the act, Mr. Tawney explains 
that anything like systematic inspection is out of the question with the 
small staff of the Trade Boards Office, which consists in all of twenty- 
five persons. But he thinks there is no reason to believe that the new 
minimum rates are evaded to any serious extent in this particular indus- 
try. He points out that the authorities responsible for staffing the Trade 
Boards Office appear “to have learned nothing from the history of Fac- 
tory and Workshops Acts administration, and to be determined to thrust 
upon the investigating officers of the Trade Boards the same impossible 
task that was placed upon the early factory inspectors” (p. 126). 


Ep1itH ABBOTT 


Cuicaco ScHoot or Civics AND PHILANTHROPY 
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The Export of Capital. By C. K. Hopson. New York: Mac- 
millan, 1914. 8vo, pp. xxv-+264. $2.00. 

The writer of this book undertakes to discuss the subject of foreign 
investment, particularly by British investors, from the point of view 
of theory, of history, and of statistics. The theory of foreign invest- 
ment is first clearly set forth. It is pointed out that such investment 
involves either an increase of exports from or a decrease of imports to 
the investing country as compared with the situation if there were no 
such investing. The goods required as capital in the countries where 
the investments are made may be produced in the investing country or 
they may be produced elsewhere and paid for by goods produced in the 
investing country, or they may be produced elsewhere and paid for with 
goods which the investing country might otherwise have imported. At 
this point there is some discussion as to the extent to which British 
investment in other countries has involved exportation, from Great 
Britain, of rails, locomotives, and other capital. 

Capital sent abroad (unless we assume that without the possibility 
of foreign investment it would never have been accumulated) is capital 
which might otherwise have been invested at home. Home industries 
may, therefore, be less well supplied with capital equipment and may 
be less productive. Interest at home may be higher and wages lower. 
It is clear enough, though the point seems not to be emphasized, that the 
total national wealth of the investing country is increased by the export 
of capital, if the capital brings higher interest abroad; but the welfare 
of laborers in the investing country may be lowered. This reduction 
of wage-earners’ returns, together with better opportunities of employ- 
ment in the countries to which capital is exported, may lead to emigra- 
tion of labor from the invest’ng country. In the statistical part of the 
work, the author shows that there is some correlation between emigra- 
tion from the United Kingdom and British investment abroad, but he is 
careful not to claim that the investment necessarily causes the emigra- 
tion, and suggests a variety of possible partial explanations for the facts. 

A number of chapters deal historically with foreign investment, 
tracing it through the periods when Italy, Spain and Portugal, and 
Holland were successively the world’s chief financial centers, to the 
present time when London is usually regarded as holding the first rank. 

The book is clearly written and interesting and should have value 
to the student of finance, of production and distribution, or of commerce. 


Harry GUNNISON BROWN 
YALE UNIVERSITY 
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The Tin Plate Industry: With Special Reference to Its Relations 
with the Iron and Steel Industries. By J. H. Jones. London: 
P. S. King & Co., 1914. 8vo, pp. xxii+280. 7s. 6d. 

This study of a particular industry, concerning which there has been 
much discussion, is the product of efforts put forth at various times. 
The book contains much historical material which was written several 
years ago. Additions which were made just previous to publication 
comprise discussions of the causes and results of the localization of the 
industry, the growth of large-scale production and of the export trade, 
market relations, the relations of the steel and tin-plate industries, the 
movement toward combination, and the organization of labor. 

That the writer has a good grasp of economic interpretation is shown 
by the fact that none of these subjects is discussed as an independent 
topic. Moreover, on p. 86 and thereafter he considers the many factors 
other than the tariff which have affected the growth of the American 
industry and the conditions of the Welsh industry. These include skill 
of labor, uncertainty respecting the tariff, financial conditions, and the 
fall in prices of steel. 

The interdependence of the different features of the industry is best 
shown in the treatment of the effect of the tariff on economic organiza- 
tion, and of the relation of economic organization to labor organization. 
In the United States the system of combining a duty on tin plates with 
a drawback on tin plates used by exporters doubtless favored the large 
exporters such as the Standard Oil Company. Undoubtedly the tariff 
assisted in the formation of the American tin-plate trust. On the other 
hand, the success of the American industry forced Welsh producers to 
combine in self-protection in a free-trade country. Economic organiza- 
tion, in turn, was related to labor organization. In the period of Welsh 
monopoly the iron industry and the tin-plate industry were closely 
allied. Labor organizations, which were largely a failure, comprised 
both iron-workers and tin-plate workers. Since the introduction of 
steel the tin-plate workers have become more effectively organized on 
narrower lines. That the success of strikes depends in part on economic 
prosperity is amply demonstrated. Strikes have never proved a success 
in Wales when a depression was pending. They have considerable 
chance of success in times of increasing prosperity. There is some indi- 
cation too that labor organization and depression together encouraged 
the organization of employers’ associations which were in part price- 
controlling agencies in the Welsh industry. 

There is no evidence of partisan treatment respecting the tariff in 
the statement that 
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No better illustration can be found of the application of the infant industry 
argument for protection. The United States industry, born less than twenty- 
five years ago, has outgrown the parent industry of South Wales. The ardent 
protectionist will discover much to make him rejoice if he examine the American 
tin plate industry, and nearly as much to make him weep in a study of German 
development—or absence of it. The convinced free-trader will find food for 
sad reflection in the history of the nineties in South Wales, but the abundant 
evidence of recuperative power which subsequent movements afford may leave 
him on good terms with his theory. 


The chance remark about the German industry is unfortunately not 
supported by any discussion of the German situation. 

One result of the fact that the book was written at various periods 
is that it is not so well co-ordinated and is not so complete a unit as it 
ought to be. It is particularly noticeable that, notwithstanding the fact 
that the author discusses the effect of the American tariff on both the 
American and the Welsh industries, he does not give sufficient attention 
to the present conditions and future prospects of the American industry. 
While the writer’s interest is obviously centered in the Welsh tin-plate 
industry, yet there is as much reason for considering the conditions of 
the American industry today as for considering the effect of the McKinley 
tariff in the nineties. The book lacks also discussions of the German 
industry and of labor conditions in the American industry, the latter a 
vital topic. Even discussion of the labor problem in the Welsh industry 
receives more attention in certain parts of the book than in others. For 
instance, a great part of the last chapter discusses the conditions of labor, 
though the earlier discussion of the problem does not warrant such 
extended treatment. 

This failure to provide perfect co-ordination and uniformity is prob- 
ably the cause of the lack of concise and definite conclusions. The 
reader does not find a brief summary for the individual chapters or for 
the book as a whole. With few exceptions one can arrive at conclusions 
only by working out for himself the propositions intended to be pre- 
sented. The style is not all that one could wish, but it is fair for a topic 
so difficult to treat in an interesting fashion. The author makes frequent 
use of quotations, and in a few cases makes no reference to the source. 
The study, which is suggestive and which shows good economic inter- 
pretation, nevertheless leaves the impression that it was hurried to com- 
pletion after a few years of neglect. It does not maintain the reputation 


of the best English scholars. 
W. J. A. DonaLp 


McMaster UNIVERSITY 
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Criminology. By BARON RAFFAELE GAROFALO. Translated by RoBERT 
Wyness MILLAR, with an Introduction by E. Ray STEvENs. 
(Modern Criminal Science Series.) Boston: Little, Brown & Co., 
1914. 8vo, pp. xxxv-+442. $4.50 net. 

English literature on criminology has received a distinct contribution in the 
translation of this work by Baron Garofalo, the first edition of which appeared 
in 1885. It represents the conclusions formed by a lawyer, prosecuting officer, 
and judge; after years spent in the study of criminal law and the criminal. 
The purpose of the book is to harmonize judicial logic with social interest. To 
this end the author advocates forsaking the old theory, that the aim of society 
is to measure the quantum of harm to be inflicted on the criminal as punishment, 
and turning to a determination of the kind of restraint best fitted to the 
peculiarities of his nature. “Too much consideration has been given the 
offense; too little to the offender.” 

Baron Garofalo holds that the immorality requisite before an act can be 
regarded as criminal is an injury to moral sense as it is represented by the 
altruistic sentiments of pity and probity. Acts involving such immorality are 
known as “natural crime.’’ Such a notion of crime involves the idea of the 
criminal’s moral anomaly which the author treats as psychic, refusing to com- 
mit himself to the physical and anthropological theories. If this moral anomaly 
or insensibility is not present we cannot have natural crime. 

The existing theories of criminal law are taken up, and their inadequacy to 
meet the real situation isshown. The defects of the present criminal procedure 
are laid before us, and the jury, the judge, the punishment, and executive 
clemency of today are declared demoralizing to the criminal and the community 
as well. The author then presents his “Rational System of Punishment,” in 
which motive is a great factor. To discover the motive, to try to change it, 
and to consider the possibility of the criniinal adapting himself to society in- 
stead of constantly menacing it: these should form the basis for the decision 
of his punishment. The principles suggested as a basis for an international 
penal code are of great significance. 

All punishment must eliminate the offender who cannot be adapted to 
social existence, or repair the harm which he has caused. For murderers (in 
which class he does not include all homicidal criminals) he advises absolute 
elimination through the death penalty; for criminals whose lack of adaptability 
may be repaired, relative elimination. This would consist of internment in a 
penal colony for life, for an indeterminate period, or, for mentally diseased 
and alcoholic abnormals, confinement in an asylum. 

Reparation for harm done by these offenders may be made as fines. If 
the criminal is not able to fulfil this obligation, compulsory service may be 
demanded of him in some state-conducted enterprise. As to the amount of 
reparation, moral considerations would be taken into account as well as social 
-and economic ones. 
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Baron Garofalo is sweeping in his assertion that the jury, the practice of 
declaring amnesties, and of exercising the pardon prerogative should be 
abolished. He urges the selection of special judges to serve as criminal judges 
only. 

The entire consideration of this problem, which is one of the most perplex- 
ing ones that the world faces, is so sane and the recommendations so practical 
that all those interested in criminology look forward to their incorporation in the 
legislation of the future. 


Progressive Democracy. By HERBERT CROLY. New York: Macmillan, 
1914. 8vo, pp. 438. $2.00. 

We have here a study of the causes, nature, and consequences of the grow- 
ing dissatisfaction with our traditional political system. The first chapters. 
review the rise and growth of American political parties, and thus reveal the 
historical reasons for modern progressive tendencies. Further analysis having 
shown the line of cleavage between progressivism and conservatism, the future 
needs and possibilities of progressive democracy are dealt with from a stand- 
point which is sociological rather than purely political. 

In its inception the American political system was the result of immediate 
and opportunistic action made necessary by a sudden national crisis. And 
the Constitution being drawn up by a nation composed almost entirely of 
actual or prospective property-holders, the result was an acquiescence in the 
acceptance of a political system which was really not a government by the 
people but a government by law. Thus economic reasons alone can explain 
“the process whereby the worshipers of democracy came to deify an undemo- 
cratic Constitution.” 

But the government of any country should be sufficiently flexible to adapt 
itself to the needs and demands of the people, and any radical change in 
popular ideals or economic conditions will mean a severe test of the efficiency 
of the political system. Such a change is taking place in America today. 
Formerly a nation of property-holders, we are fast becoming a nation of 
wage-earners. This fact explains the rise of the progressive movement, which 
is not confined to either of the two dominant political parties. In fact, Mr. 
Croly claims that the overthrow of the two-party system is indispensable to 
the success of the new movement, because “under American conditions, the 
vitality of the two-party system has been purchased, and must continue to be 
purchased, at the expense of administrative independence and efficiency” 
(p. 349). 

Progressive democracy must be grounded in righteousness. Its only 
safety lies in virtue, and this virtue must be secured through education. Thus 
the hope of our political progress lies in a broad, sympathetic, and thorough 
system of social education. True progressivism realizes itself in a feeling 
which is in reality simply a spiritual expression of the mystical unity of human 
nature. 
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This book throws much light upon the present socio-political situation. 
While the author is somewhat given to repetition, the argument represents 
a careful study of the subject under discussion. The whole work breathes 
a spirit of healthy optimism, and the view presented tends to bring home to 
the reader a sense of moral obligation in the work of social and political regen- 
eration. Mr. Croly has produced a book which should find favor with the 
American public. 


The Mining Advance into the Inland Empire. By Wi1..1aM J. TRIMBLE. 
(Bulletin of the University of Wisconsin, History Series, III, No. 2.) 
Madison: University of Wisconsin, 1914. 8vo, pp. 256. $0.40. 

This is a careful study of the beginnings of the mining industry in Idaho, 
Montana, eastern Washington, and Oregon, and the southern interior of 
British Columbia during the years 1855-70. Mr. Trimble records the history 
of the movement and describes the economic and social institutions and laws 
that grouped around the industry. 

A survey and history of the advance is followed by a discussion of its 
economic aspects. Of particular interest to us is the description of the replace- 
ment of the wasteful methods of placer mining by quartz mining. The pro- 
duction of these mines for the seven years 1861-67 equaled $151,463,000 of 
gold—,4o per cent of the total yield of the United States in that period. The 
opening up of these territories was the cause of great growth in transportation. 
It is curious that the growth was monopolistic, and that this growth is paral- 
leled by the expansion of the mining industry itself which tended to the corpo- 
rate monopolistic form. 

In his discussion of the social aspects the author has caught the spirit of the 
times. The glimpses into the towns show us the mixture of nationalities, and 
of every kind of man, the log huts full of outfits and paraphernalia, the saloons 
and gambling-rooms and theaters, with the churches and schools much 
in the minority. But best of all we see the miner himself, law-abiding in the 
main, virile, and enterprising. 

A comparison of the government and law of the settlement in the United 
States and that in British Columbia shows a great difference. In British 
Columbia, the governor appointed by the home government held the executive 
power. In the territories representative government followed the establish- 
ment of the territories of Idaho and Montana, within which we find the organi- 
zation peculiar to mining camps—the miner’s judge to settle disputes, the 
vigilance committee to punish wrongdoers. 

In British Columbia crime was promptly dealt with; in the territories 
lynchings often occurred. ‘‘We see on the one hand government concentrated 
largely in hands of an efficient executive who made laws and organized adminis- 
tration on summary methods, on the other representative government under 
hampering conditions, working tardily and painfully toward order and meeting 
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local or occasional reinforcement The American system developed 
the country more swiftly, the British the more safely.” 

Mr. Trimble’s bibliography is well arranged and shows a thorough exami- 
nation of the material, though a lack of an index is felt. The book is an 
interesting study of one of the most picturesque phases of our economic 
history. 


Care and Education of Crippled Children in the United States. By Epitu 
Reeves. New York: Survey Associates, Inc., 1914. 8vo, pp. 
xi+252. $2.00. 

There is, perhaps, no field of charitable work in which the advance has 
been so rapid as in the care and education of crippled children. This study, 
done under the supervision of Dr. Hastings Hart, the director of the depart- 
ment of child-helping of the Russell Sage Foundation, is intended to serve 
as a handbook for the use of those interested in the care of crippled children. 
In the hope that it will be available for those actually intending to organize 
and carry on such work, statistics as to original costs and maintenance are 
thoroughly compiled. 

The book concerns itself particularly with thirty-seven institutions per- 
sonally investigated by the author. In these an intensive study was made of 
the surgical care, physical corrective work, dietetic supervision, nursing, edu- 
cation, and handwork and vocational training of the children. Miss Reeves 
points out that much of the progress is the result of the devotion and unselfish- 
ness of the orthopedic surgeons who give their time and strength to this cause 
with unflagging interest. 

In regard to education she found that though many of the children are 
unable, through weakness, to study for long periods, the utmost care is taken 
to provide them with educational advantages adapted to their special needs. 
Handwork and vocational training are the most recent developments in con- 
nection with the care of crippled children. Many of the institutions have 
a wide variety of vocations for which they train their cripples. In almost all 
of them it is agreed that the needle trades—plain sewing, embroidery, and 
perhaps millinery—suit the girls best. No one occupation is so universal 
for the boys, though manual training and gardening are taught to the greatest 
extent. Those who have money to educate themselves have an easy problem, 
but they are rare. 

The dedication to “the brave little people” shows how impressed Miss 
Reeves was with the courageous children who face life so handicapped. This 
brave spirit marks, not only the children, but the assistants, the doctors, and 
even the donors. “To witness a game of baseball in which every player 
wears a brace or carries a crutch and to see the life and enthusiasm which 
animate the game is a revelation.” 
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As an appreciation of the work done and inspiration of work to be done, 
this book should bring forth much effort in its field, particularly where it is 
greatly needed—the rural communities. 


Contemporary American History. By CuHartes A. BEARD. New 
York: Macmillan, 1914. 8vo, pp. viit+397. $1.50. 

Contemporary American History was written for the purpose of supplying 
the apparent need of a textbook embracing the leading events in American 
history between the Civil War and the year 1914. 

Of his work, the author says: “I have made no attempt to present an 
artistically balanced account of the last thirty-five years, but have sought 
rather to furnish a background for the leading issues of current politics and 
to enlist the interest of the student in the history of the most wonderful period 
of American development.’”’ With this purpose in view he confines himself 
to the history of several leading movements and issues and omits all mention 
of events not connected with them. 

The first movement discussed is restoration of the white dominion in the 
South amid the chaotic condition brought about by the enfranchisement of 
the negro. Next is given the economic revolution which occurred in the first 
years following the war, the leading events of which were the remarkable 
growth of capital, the development of the West, and the economic reconstruc- 
tion of the South. A significant movement was the revolution in politics and 
law during the early part of this period. The author points out the change in 
leadership in politics from that of the old-school type of Clay and Webster to 
that of Conkling and Platt; these new leaders, it is said, changed the alignment 
of politics from purely political issues to issues affecting capital. The most 
important and suggestive change in the realm of law was the growth and 
establishment of judicial review of legislation in the various states. 

Other important movements were the various political struggles centering 
around party.issues, important federal legislation, and the growing conflict 
between capital and labor with its attendant problems. The period marked 
by the war with Spain is discussed under the topic “Imperialism,” and is 
considered from that viewpoint. The administrations of Roosevelt and Taft 
and the campaign of 1912 are discussed with considerable detail. 

The principal value of the work is that the author, in a single volume, 
has given the essence of the movements which are indicative of the current 
of history during the period. 


Social Work in London 1869-1912. A History of the Charity Organiza- 
tion Society. By HELEN BosANQuEeT. New York: E. P. Dutton 
& Co., 1914. 8vo, pp. x+409. $3.00. 
The problems of a community are often most clearly seen from the records 
of some organization which played its part in meeting and solving them. 
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Through the Charity Organization Society, the author of this comprehensive 
survey of the social work done in London records for us the growth of public 
opinion and the gradual awakening of London to the poverty, crime, and 
degradation within its gates. The situation was that of a “poor law adminis- 
tered in such a way as to aggravate the evil, and a host of philanthropic societies 
and individuals confused and helpless before the demands made upon them.” 
It was then evident that something was needed to bring all the workers and 
the poor together. In response to this need the Charity Organization Society 
was formed. The growth of the society is the story of the way “these pioneers 
fastened upon one weak spot after another,” and of how “neither failure nor 
success deterred them from a persistent return to the policy in which they 
believed.” 

From its earliest efforts “to prevent pauperism and crime in the metropolis” 
the society came finally to attack such problems as housing and sanitation, care 
of defectives, medical charities, assistance of children, pensions, winter distress, 
and even the problem of saving. Its work was not accomplished without 
opposition, for the policy of the society was not one that gave it general popu- 
larity. Its insistence on investigation and on the limitation of relief to the 
worthy brought upon it the severe denunciations from the undeserving. There 
was, moreover, the common criticism of exorbitant salaries. But in spite of 
opposition, the growth of the organization has been steady and sure. 

Besides tracing the historical development and present scope of the 
Charity Organization Society, this study furnishes detailed information with 


regard to the technicalities of organization and the machinery of administra- 
tion. The introduction of more case material would have given greater interest 
to the book. 


Emile Durkheim’s Contributions to Sociological Theory. By CHARLES 
Etmer GEHLKE. (Columbia University Studies, LXIII, No. 1.) 
New York: Longmans, Green & Co., 1915. $1.50. 

In this study Dr. Gehlke gives us an interesting presentation of the essen- 
tials of Durkheim’s sociological theory. A summary and interpretation of 
this system ought to prove of considerable value to English-speaking readers, 
especially as the material it presents can otherwise only be found scattered 
throughout a number of different books and pamphlets. 

In Durkheim is revealed the psychological sociologist par excellence, 
and his system follows logically out of a psychological premise. In the indi- 
vidual mind a sensation is produced by the interaction of brain cells; then 
images, concepts, and ideas are formed by further interaction and combina- 
tion. In the social misid these individual ideas combine to form social repre- 
sentations which in turn fuse into representations of a higher and more social 
kind. The phenomena or social facts thus produced are ways of acting, 
thinking, and feeling, with power of coercing the individual; and, so far as 
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the individual mind appears, it is a mere center of sensation and impulse 
with no originative force in the social process. 

The ethical theories of Durkheim are especially interesting. Morality is 
a system of rules emanating from a group and imposed upon its members. 
At first there was the clan, then the village, and then the nation. At present 
the transition from the morality of the national group to the morality of the 
occupational group has not yet been accomplished. In this suggestion Durk- 
heim reflects the French social milieu, where the syndicalist movement is 
emphasizing the organization of society on a basis of occupational grouping. 

Dr. Gehlke makes a few critical remarks which are just and moderate. 
He points to the genius as evidence against this theory of social causation. 
In regard to Durkheim’s separation of the social and individual mind he says 
that the social mind is the common area of all individual fields of consciousness 
on which the social emphasis falls. 


La Crise des finances publiques, en France, en Angleterre, en Allemagne. 
By A. Lanpry and B. Nocaro. Paris: Librairie Félix Alcan, 1914. 
12mo, pp. 264. Fr. 3.50. 

While the writing of this work was occasioned by the financial crisis facing 
the French government at the beginning of the year 1914, the treatment is 
general in its scope. In the discussion, the French methods of budgetary 
legislation are carefully explained and criticized with a view to finding a 
cause and remedy for the annual deficit. M. Landry concludes that, with the 
exception of the taxes on liquors and on mines, there are few possible sources 
of increased revenue. In general the taxes within the nation are already high; 
while the national trade is unmistakably suffering because of excessive tariff 
rates. The remedy recommended involves greater economy of expenditure 
and an increase of the national debt by a loan amortizable in from twenty to 
thirty years. 

In the latter part of the book M. Nogaro gives a short account of the 
budgetary systems of England and Germany. Lloyd-George’s tax reforms 
are described in some detail, as are also the new fiscal laws of Germany. Both 
countries reveal a constant shifting of the source of revenue from indirect to 
direct taxation. And both the English and the German systems are superior 
to the French in that they combine more elastic resources with a more definite 
control over receipts. 

This book, although too brief to be exhaustive, is full of valuable informa- 
tion. The authors have added much to the suggestiveness of their work by a 
careful use of statistics. Readers will note the emphasis laid on the impor- 
tance of sound budgetary legislation, the great losses common to revenue 
through avoidance of taxation, and the tremendous financial burden of mili- 
tarism in Europe. The views presented are of especial interest in the light of 
the present situation. It remains to be seen how the conclusions reached will 
hold under the abnormal conditions created by the present war. 
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The Financial System of the United Kingdom. By Henry Hiccs. New 
York: Macmillan, 1914. 8vo, pp. x+215. $1.60. 

The writer, who is intimately associated with the financial system of Great 
Britain, has given here a connected account of the British financial procedure, 
with a view to informing members of Parliament, the governmental depart- 
ments, and the public at large on a few fundamentals, and also of offering offi- 
cial advice upon financial organization to inquiring governments. The work 
is an account of the routine of financial procedure rather than a compre- 
hensive outline of the system as a whole. The reader is taken immediately 
into the technique of the estimates, of parliamentary procedure on money 
bills, the manipulation of the budget, the handling of the accounts through 
the audit office, and the consolidation of the government revenues into the 
central fund. The latter part of the book deals with the organization of the 
Treasury department, the public debt, and the Bank of England as the govern- 
ment fiscal agent. The finance accounts throw considerable light on the 
source of British revenue and how it is spent. 

The appendixes, which cover one-half the volume, contain valuable source 
material, being parliamentary documents having to do with the creation of 
the finance departments and the regulation of their conduct. This material 
could be abridged, however, as large portions contain mere detail, and throw 
no light on the subject-matter. 

The book is well written and supplies useful information obtained from 
first-hand sources. It is brief and the subject-matter is well condensed. To 


serve best the purpose for which it was intended, viz., that of a guide, the 
work should be mapped out and more clearly outlined. 


Lihne und Lebenskosten in Westeuropa im 19. Jahrhundert. By 
Dr. C. von TyszKa. Leipzig: Duncker u. Humblot, 1914. 8vo, 


pp. 291. M. 8. 

An exhaustive analysis is here made of wages and living expenses among 
the working classes in France, England, Spain, and Belgium as compared with 
similar data for the working people of Germany. The book has four main 
divisions. Part I treats of France and discusses family budgets, prices of 
meals in restaurants, the rents of the poor and fairly well-to-do, and a general 
comparison of living expenses in working-men’s and middle-class families. 
Part II deals with England. Wages in various occupations are contrasted, 
food prices are discussed and also expenses for heat, light, and clothing. An 
interesting chapter takes up the rise in the standard of living of English work- 
men during the nineteenth century. Part III gives a brief résumé of Spanish 
conditions, and Part IV of the Belgian situation. The Appendix makes the 
comparison between these various countries and Germany. Germany’s 
tariff policy, says the author, has had a profound influence on the welfare 
of her working classes. In England, though there has been no great advance 





BOOK REVIEWS AND NOTICES 413 


in wages, there has been since 1850 a marked rise in the standard of living 
among the working people. This has been due to the reduction in living 
expenses that free trade secured. On the other hand, in France and especially 
in Germany, the high tariff closed the markets to cheap foreign products and 
increased the cost of living. A lowering of the standard of living could conse- 
quently be prevented only by a rise in wages. Dr. Tyszka, writing before the 
war, expressed the belief that the struggle for the world-trade would un- 
doubtedly effect changes in national policies. 


Effect of the War on the Supply of Investment Capital. By CHARLES 
A. CONANT. 1914. Pamphlet, pp. 44. 

A note of pessimism pervades the prediction of the writer regarding the 
financial readjustment subsequent to the closing of the European war. After 
careful calculation, he estimates the first year’s war debt as between ten and 
fifteen billion dollars, all of which must be raised by the issuance of govern- 
ment securities by the warring nations. He argues that the demand for capital 
for purely war purposes will be so great as to absorb an amount equal to the 
entire savings for investment made in all civilized countries for a period of 
several years, and that the effect of this abnormal demand for capital, which 
is being consumed without economic profit, will be to raise the rate of interest 
on investment securities higher than it has been for many years. The result 
will be that large quantities of American railway and industrial securities now 
held in Europe will be put upon the market in order to turn capital into the 
more desirable government securities. This will involve the absorption of all 
available American capital into the now outstanding securities to such an 
extent that it will be impossible to obtain any capital for new enterprises. 
The author cites the instance of the financial upheaval in France in 1873 as 
a parallel case to the present situation. If, he argues, American industries 
are to obtain new capital, it will be necessary so to guarantee earnings and 
‘adjust the interest rates that new issues of securities may enter into serious 
competition with those of the European nations. 


Les Ouvriers agricoles en Belgique. By Brno1t Boucné. Brussels: 
Misch et Thron, 1913. 8vo, pp. viii-+265. Fr. 7.50. 

After a short sketch of the rise of the wage system in agriculture, the 
author of this book describes the condition of Belgian agricultural laborers, 
especially as regards their customs, contract of labor, method of remitment, 
hours of work, forms of organization, etc. The laborers have been divided 
into three classes according to the method of employment—the day-workers, 
the hired laborers, and the piece-workers. Wages are calculated on the basis 
of both time and the quantity of work, but the mode of payment varies a good 
deal. Besides money wages, the payment is also made in kind, service, and 
even in land, the last being a relic of the old feudal system. The practice 





414 JOURNAL OF POLITICAL ECONOMY 


of gratuity or trinkgeld still exists in the rural economy of Belgium. The 
author ends the book with some valuable suggestions as to the method of 
ameliorating the condition of the agricultural laborers and facilitating their 
supply. 

The book is an interesting study. M. Bouché claims it to be the first 
book of its kind dealing exclusively with agricultural laborers in Belgium. 
In marshaling facts in support of the points he makes and in analyzing them 
to their causal connection, the author shows a masterly grasp of his subject. 
In spite of some minor defects, especially in the form of presentation, the book 
is a valuable contribution to the subject of agricultural labor, which has been 
so much neglected by the economists. 


English Banking. By Grorce H. Pownatt. London: Blades, East, 
& Blades, 1914. 8vo, pp. xv+78. 1s. net. 

The contents of this book were delivered in three lectures at the London 
University by Mr. Pownall, vice-president of the Institute of Bankers and 
long identified with English banking. The first lecture deals with “The 
Evolution of Modern Trade and Banking,” in which is reviewed the subject 
of the financing of limited companies, the growth of the clearing system, and 
the evolution of English domestic banking. The second lecture, “The Effects 
of the Evolution of Modern Trade and Banking,” is concerned with the factors 
contributing to English commercial supremacy and the greatness of London as 
the world’s financial clearing-house. The title of the third lecture is “Some 
Unsettled Problems of Modern Trade and Banking.”’ This last part contains 
the burden of the author’s message and centers around the “vital question of 
cash reserves.” His protest is against the inadequacy of the metallic basis 
upon which the clearing is done, and the problem he proposes is how best to 
unite and maintain in one central reserve the many smaller reserves of the 
individual banks. He raises, as a minor point, the question of a state con- 
tribution to the central reserve on the savings bank account, and the creation 
of a redeemable state security. His plea for a centralization of reserves is 
strongly supported by Professor Foxwell, who has contributed an interesting 
and critical introduction to the book. 


Express Service and Rates. By W. H. CHANDLER. Chicago: LaSalle 
Extension University, 1914. 8vo, pp. 340+61. $3.00. 

Mr. Chandler, the assistant manager of the Traffic Bureau of the Merchants 
Association of New York, presents here a clear and essentially practical analysis 
of the express business, for the use of students who desire to prepare themselves 
for work in the transportation departments of business concerns. He dis- 
cusses the capitalization and earnings of express companies, their internal 
organization, and then, with considerable detail and critical comment, the 
various sorts of services rendered by these carriers—domestic merchandise 
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traffic, money department, order and commission department, foreign depart- 
ment, and financial department. The study of classifications, rates, and 
tariffs is explained by the reproduction of various tariffs and accompanied by 
the facsimiles of a great variety of express forms. Mr. Chandler does not 
think that the competition of the parcel-post business will affect seriously or 
permanently express service, for, he says, the parcel-post rates are lower on a 
limited class of transportation only, while the express companies offer a diver- 
sity, a flexibility, and a superiority of service which must secure for them a 
certain field. This book affords excellent working material for the student 
with practical business ambitions in this direction. 


Honest Business. By Amos Kipper Fiske. New York: Putnam, 
1914. 8vo, pp. 333. $1.25. 

In this work the author brings the knowledge gained from a wide business 
experience to a discussion of present-day problems of commerce, distri- 
bution, and government. Prevailing economic evils are briefly considered 
and suggested remedies are passed in review. The writer maintains that the 
solution of the problems is not to be found in any change in the economic 
system itself. What is needed is a radical change in the nature of the impelling 
motives which are behind all commercial activity. We must get ethics into 
economics and morals into business. Our whole business system is based upon 
pure selfishness; and so long as this is the case it is futile to talk of socialism, 
or of any other scheme, as a possible remedy for existing evils. The one great 
need of the time is plain honesty. The world must be taught that in all 
business honesty is the best policy; and the teaching must come through the 
united efforts of the home, the school, and the church. If for only one gen- 
eration these three institutions would combine in directing their powers pri- 
marily to making the human race honest, the results would surpass our highest 
expectations; while persistence in such a policy would eventually provide a 
solution for all the problems of our economic system. 


South and Central American Trade Conditions of Today. By A. Hyatt 
VERRILL. New York: Dodd, Mead & Co., 1914. Crown 8vo, 


pp. xiv+255. $1.25. 

This is a frank talk to American business men anxious to improve the 
immediate opportunities for trade with Latin America, from a man who has 
a wide acquaintance with these countries. The author echoes the popular 
charge against the ignorant and slipshod methods that have seriously hampered 
most previous efforts to develop our South American trade; but he expresses 
the belief that the trade can be won by changes in our business practice and he 
discusses the practical means for winning the confidence of these possible cus- 
tomers, finding out their needs, and adapting industrial organization and pro- 
cedure to South American conditions. Intelligent service, says Mr. Verrill, 
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can follow only on an understanding of both the economic factors and the 
character of the people. The latter part of the book is a compendium of trade 
and transportation statistics of the various countries, and diagrammatic 
presentation of commerce relations. There is an abundance of facts in the 
book and a practical interpretation of them, but there are few suggestions 
beyond those current in newspapers and popular discussion. 


The Cause and Cure of Crime. By CHARLES RICHMOND HENDERSON, 

Chicago: A. C. McClurg & Co., 1914. 16mo, pp. 170. $0.50 net. 

Dr. Henderson’s emphasis in this his latest discussion of the problems of 
criminality is on the contention that crime is not a disease of the body or 
mind, but that it is a free act of a responsible person and is preventable if 
subjected to the intelligence of modern knowledge and right methods. He 
believes that greater stress should be laid on the influence of evil environment 
and on the lack of education and of right home conditions in the creation of 
criminals, and that reformation is needed in present systems of procedure. 
There is also need of psychological laboratories in schools, courts, reformatories, 
and prisons, of work colonies for alcoholics and delinquents, of a better legal 
basis for prison regulation, and of the training of the police in the prevention 
of crime. Students, members of courts, and police officers for whom this 
book was intended should find here valuable suggestions for the prophylactic 
methods on which their efforts should be expended. 


Alsace and Lorraine. By RutH Putnam. New York: Putnam, 1915. 
8vo, pp. vili+208. $1.25. 

This small book gives the significant events that have marked the political 
histories of Alsace and Lorraine from the time when Caesar expelled Ariovistus, 
in 58 B.c., to the final cession of the territory by France to Germany in 1871. 
In tracing the political history there is inevitably traced as well the changes in 
sympathies and national feeling. This is the book’s particular interest at this 
time when so much discussion is centered around the fate that awaits these 
provinces after the war. The author thinks it would be extremely difficult 
to say which political affiliation, French or German, would now suit the 
provinces, for their allegiance is drawn in both directions. 





